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MEMBERS OF THE COMMISSION'S 
STAFF TO AUTHORIZE THE ISSU- 
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Effective Immediately 


NOTICE OF PUBLIC HEARING ON 
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FREEDOM OF INFORMATION ACT 





FREEDOM OF INFORMATION ACT 
Release No. 14/June 24, 1975 


in the Matter of Request of 


BERNARD DEUTSCH DENIAL OF REQUEST 
for access to certain inter 
and intra-agency memoranda 


The Commission has received the appeal of Mr. Bernard 
Deutsch from the denial of his request for inter- and intra 
agency memoranda relating to an administrative proceeding, 
In the Matter of University Management, et al., Administra 
tive Proceeding File No. 3-3817. 1/ Mr. Deutsch has previ- 
ously been granted access to other records relating to this 


.public administrative proceeding and to the evidentiary ma 


terials related to the investigation which preceded the insti- 
tution of these proceedings. 
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A similar request for access to these same internal memo- 
randa was previously considered by the Commission and de- 
nied for the reasons stated in full in /n the Matter of Re- 
quest of Frank J. Abella, Jr., Freedom of Information Act 
Release No. 2, 6 SEC Docket 717 (April 24, 1975). For the 
reasons set forth therein, it is the commission's judgment 
that the records to which access is sought are exempt from 
compelled disclosure by virtue of the fifth exemption appli- 
cable to “inter-agency or intra-agency memorandums or let- 
ters,” 5 U.S.C. §552(b)(5). Moreover, those considerations 
constitute compelling reasons why the records in question 
should not be disclossed as a matter of the Commission's 
discretion to disclose exempt records. 


Accordingly, |1T IS ORDERED that the request of Bernard 
Deutsch for access to certain inter- and intra-agency memo- 
randa be, and it hereby is, denied. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ See Securities Exchange Act Release No. 10314, 2 SEC 
Docket 228 (August 1, 1973). 





FREEDOM OF INFORMATION ACT 
Release No. 15/June 24, 1975 


In the Matter of Request of 


DENIAL OF 


THOMAS C. DOANE REQUEST 


for access to investigatory records 
compiled in the matter of American 
Institute Counselors, et al. 


On May 27, 1975, the Commission received the appeal of 
Thomas C. Doane from the determination of the Commis- 
sion’s Public Information Officer to deny a request made 
pursuant to the Freedom of Information Act (FOIA), 5 U. 
S.C. §552, for “all records and written documents” relating 
to a private investigation authorized by the Commission in 
the matter of American Institute Counselors, Inc., Ameri- 


can Institute for Economic Research, and certain individuals. 


A request for access to these same investigatory records was 
previously made on behaif of American Institute Counselors 
and American Institute for Economic Research. 1/ The 
Commission denied the administrative appeal from the 
staff's denial of that request on April 24, 1975 for the rea- 
sons stated in full in Freedom of Information Act Release 
No. 3, 6 SEC Docket 718 (April 24, 1975). 2/ The status 
of the Commission's private investigation has not changed 
in any substantive respect since that time. 


In these circumstances, it is the Commission’s judgment 
that, for the reasons stated in Freedom of Information Act 
Release No. 3, supra, disclosure of the investigatory records 
which comprise the investigatory file relating to American 
Institute Counselors, Inc. and American Institute for Eco- 
nomic Research is not required under the Freedom of In- 
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formation Act. 


Accordingly, |1T IS ORDERED that the request for access i® 


the investigatory records relating to American Institute 
Counselors, Inc., American Institute for Economic Research 
and certain individuals be, and it hereby is, denied. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ Mr. Thomas C. Doane is an employee of American Insti- 
tute Counselors, Inc. 


2/ The requesters have sought judicial review of the Com 
mission's decision and the matter is currently pending be- 
fore the United States District Court for the District of Mas- 
sachusetts. American Institute Counselors, Inc., et al. v. 
Securities and Exchange Commission, D. Mass., No. 75 
1578F. 





FREEDOM OF INFORMATION ACT 
Release No. 16/June 24, 1975 


In the matter of the request of 
KAREN HOLM, Esquire 


and 
LEWIS R. MILLS, Esquire 


DENIAL OF REQUEST 


for access to investigatory files 
relating to the matter of Diversifie 
Industries, Inc., et al. : 


On May 27 an appeal was received from the determination 
of the staff to deny a request made pursuant to the Free 
dom of Information Act, 5 U.S.C. §552, for ‘copies of the 
individual records which comprise the contents of the Com- 
mission’s investigatory files relating to the Commission's Ex- 
amination or investigation of Diversified Industries, Inc. . .” 


An investigation of Diversified Industries, Inc. (‘‘Diversi- 
fied’’) and other related entities and individuals is in prog- 
ress. Subpoenas have been issued and testimony is being 
taken by the staff at this time.1/ Under these circum- 
stances it is the Commission’s judgment that disclosure of 
the investigatory files relating to Diversified, or any reason- 
ably segregable portion thereof, is not required under the 
Freedom of Information Act because such disclosure would 
“interfere with enforcement proceedings”’ might tend to de- 
prive the subjects of the investigation ‘of a right to a fair 


trial or an impartial adjudication” and ‘constitute an unwar- 


ranted invasion of [the] personal privacy’’ of persons being 
investigated against whom no enforcement action may be 
taken. See 5 U.S.C. §552(b)(7) and Commission Rule 17 
C.F.R. 200.80(b)(7). 2/ 


The foregoing considerations which insulate the investiga- 
tory file in question from compelled disclosure also consti- 


tute compelling reasons why these documents should not be 


disclosed as a matter of the Commission’s discretion to dis- 
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close exempt records. 
\ cordingly, 1T 1S ORDERED that the request of Karen 
Holm, Esquire, and Lewis R. Mills, Esquire, counsel for Mr. 
Irwin Fox, for access to the investigatory files relating to 
Diversified Industries, Inc., be, and it hereby is, denied. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ The pendency of a Commission investigation was dis- 
closed by Diversified in a May 23, 1975, letter to sharehold- 
ers announcing a shareholders meeting to be held on June 
13, 1975. 


2/Certain of the documents contained in the investigatory 
file sought by the requesting party are exempt from disclo- 
sure as inter- or intra-agency memoranda as well. See, 5 U. 
§.C. §552(b)(5) and Commission Rule 17 C.F.R. 200.80(b) 
(5). 





SECURITIES INVESTOR PROTECTION ACT 





SECURITIES INVESTOR PROTECTION ACT OF 1970 
Release No. 40/June 24, 1975 


Securities Exchange Act Release No. 11491/June 24, 
975. 





SECURITIES INVESTOR PROTECTION ACT OF 1970 
Release No. 41/June 25, 1975 


See Securities Exchange Act Release No. 11494/June 25, 
1975. 








SECURITIES ACT 





SECURITIES ACT OF 1933 
Release No. 5593/June 24, 1975 


TRANSFER OF REGULATIONS A AND F FILING RE- 
QUIREMENTS TO THE LOS ANGELES REGIONAL 
OFFICE 


Gerald E. Boltz, Administrator of the Los Angeles Regional 

Office of the SEC, announced the transfer to the Los Ange- 

les Regional Office from the San Francisco Branch Office of 
, filing and review responsibilities for all filings previously 
submitted to the Commission’s San Francisco office pursu- 
ant to Regulations A (Rules 251 to 263) and F (Rules 651 
to 656) under the Securities Act of 1933. The effective 

























date for the transfer will be July 1, 1975. The Los Angeles 
Region includes the States of Arizona, California, Hawaii, 
and Nevada and the Territory of Guam. 


On and after July 1, 1975, materials will be accepted for fil- 
ing only in Los Angeles. Accordingly, all new filings, as well 
as material relating to filings previously submitted to the 
San Francisco office, shall be directed to the Commission’s 
office in Los Angeles. Where the documents relate to filings 
prior to July 1, 1975, the material will be forwarded to San 
Francisco for review, consideration and appropriate disposi- 
tion 


In submitting filings under Regulations A and F, the Com- 
mission requesis that the material be addressed to: Richard 
Gordon, Chief, Branch of Regulation A and Interpretations, 
Los Angeles Regional Office, Securities and Exchange Com- 
mission, Room 1043, U.S. Courthouse, 312 North Spring 
Street, Los Angeles, California 90012. 





SECURITIES ACT OF 1933 
Release No. 5594/June 26, 1975 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11498/June 26, 1975 


NOTICE OF EXTENSION OF COMMENT PERIOD ON 
PROPOSALS RELATING TO PROJECTIONS OF FUTURE 
ECONOMIC PERFORMANCE AND A MORE TIMELY 
FILING OF THE CHANGE OF CONTROL ITEM OF 
FORM 8-K (File No. S7-561) 


(Comment Period Extended Until July 31, 1975) 


The Securities and Exchange Commission today extended 
the comment period on its proposals relating to projections 
of future economic performance and a more timely filing of 
Form 8-K to report a change in control (Release No. 33- 
5581, April 28, 1975). The Commission believes that an ex- 
tension from June 30 until July 31, 1975 is appropriate in 
view of the extension requests it has received and the great 
interest these proposals have generated. 


Accordingly, all interested persons are invited to submit 
their views and comments on the proposals contained in Re- 
lease No. 33-5581 to George A. Fitzsimmons, Secretary, Se- 
curities and Exchange Commission, Washington, D.C. 20549 
on or before July 31, 1975. Such communications should 
refer to File No. S7-561. All such communications will be 
available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








SECURITIES EXCHANGE ACT 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11487/June 20, 1975 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 465/June 20, 1975 


AMENDMENTS TO 17 C.F.R. 200.30 CONCERNING THE 
DELEGATION OF AUTHORITY TO MEMBERS OF THE 
COMMISSION'S STAFF TO AUTHORIZE THE ISSUANCE 
OF ORDERS GRANTING REGISTRATION OF BROKERS 
OR DEALERS AND OF INVESTMENT ADVISERS. 


The Commission today announced the amendment, effec- 
tive immediately, of its regulations governing delegation of 
authority to the Directors of the Office of Registrations and 
Reports, the Division of Market Regulation, and the Divi- 
sion of Investment Management Regulation to take action 
with respect to applications for registration as brokers or 
dealers and as investment advisers. 


Section 15(b)(1) of the Securities Exchange Act of 1934, as 
amended by the Securities Acts Amendments of 1975, Pub. 
L. 94-29 (June 4, 1975), now provides that within 45 days 
of the filing of an application for registration as a broker or 
dealer (or within such longer period as to which the appli- 
cant consents), the Commission shall by order grant registra- 
tion or institute proceedings to determine whether registra- 
tion should be denied. Section 203(c)(2) of the Investment 
Advisers Act of 1940, as amended by the Securities Acts A- 
mendments of 1975, contains similar provisions with respect 
to applications for registration as an investment adviser. 


The recent Securities Acts Amendments alter the procedures 
whereby broker-dealer and investment adviser registrations 
become effective. Formerly, such registrations became ef- 
fective 30 days after receipt by the Commission of the ap- 
plication for registration. The Director of the Office of Reg- 
istrations and Reports had delegated authority to determine 
registrations to be effective within any shorter priod of time 
than 30 days after receipt of applications for registration, to 
authorize the issuance of orders postponing the effective 
date of broker-dealer registration, and to accelerate the ef- 
fectiveness of amendments to investment adviser registra- 
tions. The Director of the Division of Market Regulation 
had similar delegated authority with respect to broker-deal- 
er registrations, and the Director of the Division of Invest- 
ment Management Regulation had similar delegated author- 
ity with respect to investment adviser registrations. 


To conform with the new statutory pattern, which requires 
issuance of an order granting registration, and to expedite 
the operations of the Commission in this area, the Commis- 
sion has determined that authority should be delegated to 
the Directors of the Office of Registrations and Reports, the 
Division of Market Regulation and the Division of Invest- 
ment Management Regulation to authorize the issuance of 
orders granting registration of brokers or dealers and of in- 
vestment advisers. The authority of the Director of the Divi- 
sion of Market Regulation is limited to registration of bro- 
kers or dealers, and the authority of the Director of the 
Division of Investment Management Regulation is limited to 
registration of investment advisers. To accomplish this pur- 
pose, the Commission hereby amends its rules as follows: 


17 C.F.R. § 200.30-3(a) (3) (i) and 17 C.F.R. 200.30-11 
(a)(1)(i) are amended to read as follows: 





236/SEC DOCKET 


(i) To authorize the issuance of orders granting regis- 
tration of brokers or dealers within forty-five days of 
the filing of an application for registration as a broker 
or dealer (or within such longer period as to which the} 
applicant consents); 


17 C.F.R. §200.30-3(a)(3)(ii) and 17 C.F.R. §200.30-11 
(a)(1)(ii) are deleted, and 17 C.F.R. §200.30-3(a)(iii) and 
17 C.F.R. §200.30-11(a)(1)(iii) and (iv) are redesignated 
accordingly. 17 C.F.R. §200.30-5(b)(1) and 17 C.F.R. 
§200.30-11(b)(1) are amended to read as follows: 


(1) Pursuant to Section 203(c) of the Act (15 U.S.C. 
80b-(3)(c)): to authorize the issuance of orders grant- 
ing registration of investment advisers within 45 days 
of the filing of an application for registration as an in- 
vestment adviser (or within such longer period as to 
which the applicant consents). 


Reterences to Section 203(i) of the Investment Advisers Act 
of 1940 in 17 C.F.R. §200.30-5(b)(2) and § 200.30-11(b)(2) 
are redesignated to 203(h) to conform with redesignation of 
subsections effected by the Securities Acts Amendments of 

1975. 


The Commission finds that the foregoing action relates sole- 
ly to agency organization, procedure or practice and that 
notice and prior publication under 5 U.S.C. 553 are not nec 
essary. Accordingly, the foregoing action, which was taken 
pursuant to Public Law 87-592, 76 Stat. 394 [15 U.S.C. 
78d-1, 78d-2] , becomes effective immediately. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11488/June 23, 1975 


Admin. Proc. File No. 3-4660 
In the Matter of 


CHARLES T. McCORD, Ill 
2917 Wroxton 
Houston, Texas 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TION 


In these broker-dealer proceedings under the Securities Ex- 
change Act, Charles T. McCord, II1, who is associated with a 
registered broker-dealer, has submitted an offer of settle- 
ment which the Commission has determined to accept. 
Solely for the purpose of settling these proceedings, and 
without admitting or denying the allegations in the order for 
proceedings, respondent consents to findings of misconduct 
as alleged in that order and to the imposition of a specified 
sanction. 


On the basis of the order for proceedings and the offer of 
settlement, it is found that, on or about September 28, 1973, 
respondent willfully violated Section 10(b) of the Exchange 
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Act and Rule 10b-5 thereunder in that he sold common 
tock of Docutel Corporation without disclosing material 
on-public information in his possession concerning the de- 

cline in Docutel’s earnings for the third quarter of 1973. 


McCord’s offer contains an undertaking that, in the event 

he should continue to be employed by or associated with a 
broker or dealer, he will have such broker or dealer submit 
an affidavit to the Houston Branch Office of the Commis- 
sion setting forth the manner in which he will be supervised. 
Such status may not be changed for a period of two years 
without the prior consent and approval of the Commission. 


In view of the foregoing, it is in the public interest to impose 
the sanction specified in the offer of settlement. 


Accordingly, 1T 1S ORDERED that, subject to the under- 
taking set forth above, Charles T. McCord, II! be, and he 
hereby is, censured. 


For the Commission by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11489/June 24, 1975 


A notice has been issued giving interested persons until July 
6 to request a hearing on an application of the Cincinnati 

Stock Exchange for unlisted trading privileges in the com- 
mon stock of: 


Philip A. Hunt Chemical Corporation 
Franklin Mint Corporation 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11490/June 24, 1975 


Admin. Proc. File Nos. 3-4159 and 3-4546 
In the Matter of 


STANLEY MORTON GOLDMAN 
670 Washington Avenue 
Plainview, New York 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TION 


In these two broker-dealer proceedings under the Securities 
Exchange Act, Stanley Morton Goldman, president of G.M. 
Stanley & Co., Inc., formerly a registered broker-dealer, 1/ 
has submitted an offer of settlement which the Commission 
has determined to accept. Solely for the purpose of these 

or any other proceedings under specified provisions of the 

» Exchange and Investment Advisers Acts, and without admit- 
ting or denying the allegations in the orders for proceedings, 
respondent consents to certain findings and to the imposi- 
tion of a specified sanction. 





The proceedings are based on charges that, during the period 
from about December 1970 to July 1972, Goldman violated 
antifraud provisions by making material misstatements in 
connection with the offer and sale of common stock of Al- 
phadex Corporation, Cambridge Marine Industries, Inc. and 
Pollution Control Consultants Corp. It is also alleged that 
Goldman failed promptly to deliver to customers securities 
for which they had paid and proceeds from the sale of secu- 
rities, and that he executed trades in customers’ accounts 
without their knowledge or consent. Goldman is also 
charged with aiding and abetting Stanley & Co.'s failure to 
comply with net capital, credit extension, confirmation ,rec- 
ordkeeping and reporting requirements. 


On the basis of the offer of settlement, it is found that: 


1. Goldman willfully violated Section 17(a) of the Securities 
Act and Section 10(b) of the Exchange Act and Rule 10b-5 
thereunder. 


2. Goldman willfully aided and abetted violations of Sec- 
tions 15(c)(1) and 15(c)(3) of the Exchange Act and Rules 
15c1-4 and 15c3-1 thereunder. 


3. Goldman willfully aided and abetted violations of Section 
11(d)(1) of the Exchange Act. 


4. Goldman willfully aided and abetted violations of Section 
17(a) of the Exchange Act and Rules 17a-3, 17a-4, 17a-5 
and 17a-11 thereunder. 


In view of the foregoing, it is in the public interest to impose 
the sanction specified in the offer of settlement. 


Accordingly, 1T IS ORDERED that Stanley Morton Gold- 
man be, and he hereby is, barred from being associated with 
any broker or dealer with the proviso that, after 18 months, 
he may apply to the Commission for permission to re-enter 
the securities industry in a non-supervisory capacity, upon a 
proper showing that he will be adequately supervised. 


For the Commission by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ Stanley & Co.'s broker-dealer registration was revoked in 
these proceedings on the basis of its default. Securities Ex- 
change Act Release No. 11163 (January 3, 1975), 6 SEC 
Docket 9. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11491/June 24, 1975 


SECURITIES INVESTOR PROTECTION ACT OF 1970 
Release No. 40/June 24, 1975 


Admin. Proc. File No. 3-4600 


In the Matter of 


TRIO SECURITIES, INC. 
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Brooklyn, New York 
(8-16501) 


HOWARD G. MICHAELSON 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 


In these broker-dealer proceedings under the Securities Ex- 
change and Securities Investor Protection Acts, Trio Secu- 
rities, Inc. (“‘registrant’’), a registered broker-dealer, and 
Howard G. Michaelson, president, treasurer and a director 
of registrant, have submitted an offer of settlement which 
the Commission has determined to accept. Solely for the 
purpose of settling these proceedings, and without admit- 
ting or denying the allegations therein, respondents consent 
to the findings and the remedial sanctions set forth below. 


On the basis of the order for proceedings and the offer of 
settlement, it is found that: 


1. Registrant, willfully aided and abetted by Michaelson, 
willfully violated Section 17(a) of the Securities Act and Sec 
tion 10(b) of the Exchange Act and Rule 10b-5 thereunder 
during the period from about June 30, 1972 to about Sep- 
tember 30, 1972, in that it converted to its own use custom- 
ers’ accounts and customers’ funds received for securities 
without executing the transactions; transacted business while 
insolvent; and accepted orders for the purchase and sale of 
securities and effected transactions in securities on behalf of 
customers when it was incapable of promptly consummat- 
ing such transactions. 


2. During the period from about June 30 to September 29, 
1972, registrant, willfully aided and abetted by Michaelson, 
willfully violated Section 15(c)(3) of the Exchange Act and 
Rule 15c3-1 thereunder in that it effected securities trans- 
actions when its aggregate indebtedness exceeded 2,000% of 
its net capital and it did not have or maintain net capital of 
at least $5,000. 


3. During the period from about June 1, 1972 to about Sep- 
tember 29, 1972, registrant, willfully aided and abetted by 
Michaelson, willfully violated Section 15(c)(2) of the Ex- 
change Act and Rule 15c2-1 thereunder in that it improper- 
ly hypothecated securities carried for the accounts of cus- 
tomers. 


4. During the period from about August 1 to September 29, 
1972, registrant, willfully aided and abetted by Michaelson, 
willfully violated Section 17(a) of the Exchange Act and 
Rules 17a-3, 17a-4 and 17a-11 thereunder in that it failed 

to make accurately, keep current and preserve certain books 
and records, and failed promptly to notify by telegram the 
Commission and the National Association of Securities Deal- 
ers, Inc. (of which it was a member) of its net capital and 
bookkeeping violations, and thereafter to file required re- 
ports. 


5. The United States District Court for the Eastern District 
of New York on October 3, 1972, permanently enjoined re- 
spondents from violations of Sections 15(c)(2), 15(c)(3) and 
17(a) of the Exchange Act and appointed a trustee for regis- 
trant pursuant to the Securities Investor Protection Act 
while Michaelson was an officer and director of registrant.1/ 
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In view of the foregoing, it is in the public interest to im 
pose the sanctions to which respondents have consented. A 


Accordingly, 1T IS ORDERED that the broker-dealer cogil 
tration of Trio Securities, Inc. be, and it hereby is, revoked: 
and it is further 


ORDERED that Howard G. Michaelson be, and he hereby is, 
barred from being associated with any broker or dealer, pro 
vided, however, that after two years from the date hereof, 
Michaelson may apply to become so associated in a non- 
supervisory Capacity upon a showing that he will be properly 
supervised. 


For the Commission by the Office of Opinions and Review, 
pursuant io delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ S.E.C. v. Trio Securities, Inc., 72 Civ. 1271. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11492/June 25, 1975 


NOTICE OF PUBLIC HEARING ON THE BOSTON STOCK 
EXCHANGE APPLICATION FOR UNLISTED TRADING 
PRIVILEGES IN COMMON STOCK OF LUDLOW CORPO. 
RATION 


ADMINISTRATIVE PROCEEDING FILE NO. 3-4646 | 


NO. 7-4596 


The Securities and Exchange Commission announced that it 
has issued an order for the institution of a public hearing, 
pursuant to Section 12(f)(2) of the Securities Exchange Act 
of 1934 (“Act’’) to consider whether the granting of the 
Boston Stock Exchange (“‘BSE’’) application for unlisted 
trading privileges in the common stock of Ludlow Corpora- 
tion (‘‘Ludlow”’) is necessary or appropriate in the public in 
terest or for the protection of investors. 


On April 23, 1974 BSE submitted its application, pursuant 
to Section 12(f)(1) of the Act, for unlisted trading privileges 
in Ludlow securities. In its May 10, 1974 letter and May 20, 
1974 submission Ludlow notified the Commission of its ob- 
jection to the application and requested a hearing. 


The Commission announced that the hearing on BSE’s appli- 
cation for unlisted trading in the common stock of Ludlow 
will be held before Wednesday, August 6, 1975 at the Com- 
mission’s headquarters 500 North Capitol Street, N.W., 
Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11493/June 25, 1975 
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NOTICE OF PUBLIC HEARING ON THE BOSTON STOCK 
EXCHANGE APPLICATION FOR UNLISTED TRADING 
RIVILEGES IN COMMON STOCK OF INTERNATIONAL 


‘WFELAVORS & FRAGRANCES, INC. 


J 





ADMINISTRATIVE PROCEEDING FILE NO. 3-4688 
FILE NO. 7-4652 


The Securities and Exchange Commission announced that it 
has issued an order for the institution of a public hearing, 
pursuant to Section 12(f)(2) of the Securities Exchange Act 
of 1934 (‘’Act’’) to consider whether the granting of the 
Boston Stock Exchange (‘‘BSE”’) application for unlisted 
trading privileges in the common stock of International Fla- 
vors & Fragrances, Inc. (‘IF F’’) is necessary or appropriate 
in the public interest or for the protection of investors. 


On August 22, 1974 BSE submitted its application, pursuant 
to Section 12(f)(1) of the Act, for unlisted trading privileges 
in FF securities. In its September 11, 1974 letter IFF noti- 
fied the Commission of its objection to the application. 


The Commission announced that the hearing on BSE’s ap- 
plication for unlisted trading in the common stock of IFF 
will be held before Administrative Law Judge Max O. Regen- 
steiner and will convene at 10 a.m. Tuesday, August 5, 1975 
at the Commission’s headquarters 500 North Capitol Street, 
N.W., Washington, D. C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11494/June 25, 1975 


SECURITIES INVESTOR PROTECTION ACT OF 1970 
Release No. 41/June 25, 1975 


Admin. Proc. File No. 3-4316 
In the Matter of 


ROBIN GLEN BARON 
New York, New York 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TION 


This is a broker-dealer proceeding under the Securities Ex- 
change and Securities Investor Protection Acts with respect 
to Robin Glen Baron, president, treasurer, sole stockholder 
and a director of Baron & Co., Inc., formerly a broker-dealer 
registered with the Commission (‘registrant’). 1/ Solely for 
the purpose of this proceeding and any other proceeding 
under specified provisions of the Exchange, Securities, In- 
vestment Advisers, Investment Company and Securities In- 
vestor Protection Acts, and without admitting or denying 
the allegations of the order for proceedings, respondent con- 
sents to the findings of misconduct and order set forth be- 
low. 


On the basis of the order for proceedings and the consent of 


respondent, it is found that: 


1. During the period from about October 1, 1968 to Decem- 
ber 1, 1971, Baron willfully violated Sections 5(a) and (c) of 
the Securities Act in that he offered, sold and delivered after 
sale the stocks of Securities Data Center, Inc. (“SDC’’), Uni- 
dat Corp. and Convan Corporation when no registration 
statements under that Act had been filed or were in effect 
as to those securities. 


2. During the period from about August 31 to about Novem- 
ber 22, 1971, registrant, willfully aided and abetted by 
Baron, willfully violated Section 17(a) of the Securities Act 
and Section 10(b) of the Exchange Act and Rule 10b-5 there 
under in connection with transactions in SDC, Unidat and 
Convan securities. Among other things, registrant failed to 
disclose the manner of distribution of the shares of SDC, 
Unidat and Convan, the placement of those shares in nomi- 
nee accounts, and the nature and interrelationship of a limi- 
ted group, including registrant, which controlled those 
stocks. It also induced purchases of those stocks by means 
of fraudulent statements concerning the future market 

price of the securities, and the issuers’ earnings and profits. 
Finally, it effected securities transactions when it did not 
have sufficient funds to meet its obligations as they arose 
and was incapable of consummating those transactions. 


3. During the period from about August 31 to about No- 
vember 22, 1971, registrant, willfully aided and abetted by 
Baron, willfully violated Section 15(c)(3) of the Exchange 
Act and Rule 15c3-1 thereunder, in that it effected trans- 
actions when its aggregate indebtedness exceeded 2,000% of 
its net capital and it did not have or maintain net capital of 
at least $5,000. 


4. On December 1, 1971, the United States District Court 
for the District of New Jersey permanently enjoined Baron 
on consent from violations of Sections 10(b) and 15(c)(3) 
of the Exchange Act and Rules 10b-5 and 15c3-1 there- 
under, and appointed a trustee for registrant under the Se- 
curities Investor Protection Act when Baron was an officer 
and director of registrant. 2/ 


5. On November 16, 1972, the United States District Court 

for the Southern District of New York permanently enjoined 
Baron on consent from Violations of Section 5(a) and (c) of 

the Securities Act. 3/ 


In view of the foregoing, it is in the public interest to impose 
the sanction to which respondent has consented. 


Accordingly, 1T 1S ORDERED that Robin Glen Baron be, 
and he hereby is, barred from being associated with any bro- 
ker, dealer, investment company or investment adviser. 


For the Commission by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ Its registration was revoked on November 8, 1973. Secu- 
rities Exchange Act Release No. 10480, 3 SEC Docket 3. 
2/ S.E.C. v. Baron & Co., 71 Civ. 1728. 
3/ S.E.C. v. Fields, 71 Civ. 5416. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11495/June 26, 1975 


The Securities and Exchange Commission today announced 
pursuant to Section 12(k) of the Securities Exchange Act of 
1934 (‘Exchange Act’) the temporary suspension of over- 
the-counter and exchange trading in all securities of Cenco 
Inc. and Cenco Hospital & Convalescent Homes Corp., both 
Delaware corporations located in Chicago, Illinois, for a ten- 
day period commencing at 9:30 A.M. (EDT) on June 26, 
1975 and terminating at midnight (EDT) on July 5, 1975. 


The Commission initiated the trading suspension to allow 
time for dissemination of news that the independent audi- 
tors of Cenco Incorporated had withdrawn their opinion on 
the company’s consolidated financial statements for the 
years ending April 30, 1973 and April 30, 1974 due to the 
discovery of a duplicate recording of sales by Cenco in 
March, 1973 and the subsequent reversal of these sales in 
June, 1973. The Cenco Inc. press release also stated that its 
independent auditors were inquiring into other matters 
which could have an effect on previously reported financial 
statements. Cenco Inc. has stated that it has no objection 
to the trading suspension. 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently a- 
vailable information and any information subsequently is- 
sued by the company. 


Furthermore, brokers and dealers should be alert to the fact 
that pursuant to Rule 15c2-11 under the Exchange Act, no 
quotation may be entered, trades consummated or oders 
solicited unless and until they have strictly complied with 
all of the provisions of said rule. If any broker or dealer has 
a question as to whether or not he has complied with said 
rule, he should not enter any quotation or engage in any 
transaction but should immediately contact the Securities 
and Exchange Commission, Division of Enforcement, in 
Washington, D. C. If any broker or dealer is uncertain as to 
what is required by Rule 15c2-11, he should refrain from 
entering quotations or engaging in other activities relating 
to the securities in question until such time as he has famil- 
iarized himself with said rule and is certain that all of its 
provisions have been met. If any broker or dealer enters any 
quotation or engages in any transaction which is in violation 
of said rule, the Commission will consider the need for 
prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11496/June 26, 1975 


INVESTMENT COMPANY ACT OF 1940 
Release No. 8836/June 26, 1975 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 466/June 26, 1975 

Admin. Proc. File No. 3-4610 

In the Matter of 
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THOMAS J. HERBERT 

doing business as 

PEMBROKE MANAGEMENT COMPANY 
3770 East Dartmount Avenue 

Denver, Colorado 

(801-9617) 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC.- 
TIONS 


Thomas J. Herbert was formerly president of Financial Pro 
grams, inc. (“‘Programs’’), a mutual fund manager. 1/ Re- 
medial proceedings were instituted against Programs and 
some of its former associated persons 2/ under the Secu- 
rities Exchange, Investment Company, and Investment Ad- 
visers Acts. 3/ Herbert, a respondent in those proceedings, 
has made an offer of settlement 4/ that the Commission has 
decided to accept. 5/ 


On the basis of the order for proceedings and the offer of 
settlement, it is found that: 6/ 


1. Herbert represented to the shareholders of Programs’ 
funds and to others that the Investments of those funds 
would be properly managed by competent persons. In fact, 
the funds’ investments were inadequately supervised. 


2. Herbert's failure to adopt adequate supervisory proce- 
dures facilitated the wrongdoing of certain people in Pro- 
grams’s employ. However, Herbert did not participate in 
such wrongdoing. Nor did he know about it. 


3. The wrongdoing in question violated the antifraud ae | 


sions of the Securities, Securities Exchange, Investment Ad 
visers, and Investment Company Acts. 7/ 


4. The wrongdoers committed over $21 million of the funds 


assets to speculative, unseasoned over-the-counter securities. 
The supply of these securities was extremely limited. Yet 
they were purchased heavily and repeatedly on the basis of 
a single salesman’s recommendations. The funds’ substan- 
tial purchases of those securities caused their prices to rise. 


5. It has previously been found that: 


“The funds’ prospectuses, proxy-soliciting materials, and 
periodic reports reflected these price rises and the resulting 
increases in the net asset values of the funds’ own shares. 
And they did so without disclosing that the ascending mar- 
ket prices had been caused and were being maintained by 
the funds’ own purchases or mentioning the funds’ inability 
to dispose of their holdings at the prices that their own buy- 
ing had created. 


“‘The prospectuses said that the funds invested in ‘secu- 
rities believed to be readily marketable.’ The aforemen- 
tioned securities could not reasonably have been considered 
‘readily marketable.’ The prospectuses also stated: ‘We do 
not purchase securities if the purchase would cause us, at 
the time, to have more than 5% of the value of our total 
assets invested in the securities of any one company or to 
own more than 10% of the voting securities of any one com- 
pany (except obligations issued by the U.S. Government).’ 
In practice, these limitations were sometimes disregarded. 


“The literature that Programs caused the funds to dis 
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seminate about themselves did not disclose that the funds 
had incurred and were incurring unreasonably high trans- 
ction costs in the purchase of the securities recommended 
} the salesman. These securities could have been ahd 
should have been purchased from the dealers who made mar- 
kets in them. But this was not done. Instead they were ac- 
quired through the brokerage firm with which the recom- 
mending salesman was associated. Not being a market maker 
itself, that firm had to buy the securities from the market 
makers with whom the funds could have dealt directly. And 
since the salesman’s firm charged commissions, the funds 
and their shareholders were saddled by excessive transaction 
costs." 8 


6. Herbert failed to supervise his subordinates reasonably 
with a view to preventing these violations. Hence he breach 
ed the duty to supervise imposed by Section 15(b)(5)(E) of 
the Exchange Act. 


7. The funds’ prospectuses said that their shares were avail 
able to the public through Programs at net asset value plus a 
disclosed sales charge. Actually, however, buyers paid more 
than that. They were made to do so because the “net asset 
value’’ that they were charged was inflated by appraising the 
funds’ positions in the salesman-recommended issues solely 
by reference to market quotations that had been boosted to 
and were being maintained at unreasonably high levels by 
the funds’ own massive purchases. Hence those quotations 
were unrealistic guides to fair value. 


8. The sale of the funds’ shares at the inflated net asset 
values described in the previous paragraph violated Section 
22(d) of the Investment Company Act, which requires in- 
vestment companies to sell their redeemable securities ‘‘at a 
Beurrent public offering price disclosed in the prospectus.” 


9. The overstatements of net asset value that imposed unfair 
burdens on incoming shareholders conferred undue benefits 
on withdrawing shareholders. Those benefits stemmed from 
the fact that shareholders who tendered their shares to the 
funds for redemption were paid off at true net asset value 
plus hidden premiums stemming from the inflated figures at 
which the funds carried their positions in the salesman-rec- 
ommended issues. Hence the remaining shareholders were 
taxed for the benefit of those who chose to redeem. That 
violated Section 22(c) of the Investment Company Act and 
Rule 22c-1(a) thereunder. The rule requires that redemp- 
tions be made only at prices “‘based on the current net asset 
value.”’ 


10. Herbert willfully aided and abetted the violations of 
Sections 22(c) and 22(d) of the Investment Company Act 
and of Rule 22c-1(a) under the former section described in 
paragraphs 7, 8, and 9 hereinabove. 


11. Programs caused the funds to keep excessive cash bal- 
ances cn deposit with a certain bank. That bank considered 
these balances when it lent money to persons affiliated with 
Programs. Herbert was not one of the people to whom these 
loans were made. Nevertheless, he willfully aided and abet- 


ted the violations of the antifraud provisions in the Exchange 


Act 9/ and in the Investment Advisers Act 10/ that this 
. course of conduct engendered. 


HL Herbert is now a registered investment adviser. In his offer 
of settlement he consents to a 60-day suspension of his in- 





vestment adviser registration. That sanction is found suffi 
cient to satisfy the requirements of the public interest. In 
arriving at this conclusion the Commission took account of 
Herbert's undertaking to pay a total of $15,000 to two of 
Programs’ funds. Consideration was also given to certain 
mitigative factors stressed by Herbert. 


Accordingly, 1T |S ORDERED that Thomas J. Herbert be, 
and he hereby is, required to do the acts that he has under- 
taken to do in his offer of settlement herein; and it is further 


ORDERED that the registration of the said Thomas J. Her- 
bert as an Investment adviser doing business as Pembroke 
Management Company be, and it hereby is, suspended for 
the 60 days that will begin at the opening of business on 
July 7, 1975. 


For the Commission by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ Programs manages Financial Industrial Fund, Inc., Finan- 
cial Industrial Income Fund, Inc., Financial Dynamics Fund, 
Inc., and Financial Venture Fund, Inc. 


2/ See Financial Programs, Inc.Securities Exchange Act Re- 
lease No. 11312, Investment Company Act Release No. 
8725, Investment Advisers Act Release No. 447 (March 24, 
1975), 6 SEC Docket 503. The findings made in that order 
did not bind Herbert. 


3/ Section 15(b) of the Securities Exchange Act, Section 9 
(b) of the Investment Company Act, and Section 203(f) of 
the Investment Advisers Act. 


4/ The offer has been made for the sole purpose of settling 
these proceedings. Herbert neither admits nor denies the 
allegations against him. 


5/ The Commission's staff recommended this. 


6/ The findings made herein bind no one other than Herbert. 


7/ Section 17(a) of the Securities Act, Section 10(b) of the 
Securities Exchange Act and Rule 10b-5 thereunder, Section 
206 of the Investment Advisers Act, and Section 34(b) of 
the Investment Company Act. 


8/ Financial Programs, Inc., supra n. 1, at pp 2-3 of the re 
lease, 6 SEC Docket at 504. (Footnotes omitted.) 

9/ Section 10(b) and Rule 10b-5 thereunder 

10/ Section 206. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11497/June 26, 1975 


ADOPTION OF AMENDMENTS TO RULE 15c3-1 AND 
ADOPTION OF AN ALTERNATIVE NET CAPITAL RE 
QUIREMENT FOR CERTAIN BROKERS AND DEALERS 


The Securities and Exchange Commission today announced 
the adoption of a uniform net capital rule (Rule 15c3-1, 17 
CFR 240.15c3-1) effective September 1, 1975 subject to the 
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transitional provisions of paragraph (g) of the rule which de- 
lay the effective date of certain provisions to January 1, 
1976. The delayed effective date for certain of the rule’s 
provisions has been provided in order to insure that the bro- 
ker-dealer community and all those who will be required to 
work with the rule will be able to become thqroughly fam- 
iliar with its provisions. The adoption of the uniform net 
capital rule follows the Commission’s consideration of com- 
ments received in response to Securities Exchange Act Re- 
lease No 11094 (November 11, 1974). The new rule dis- 
continues the exemption heretofore embodied in the Com- 
mission's net capital rule for members of designated national 
securities exchanges (other than certain specialists) required 
to comply with net capital rules of such exchanges. 


The rule, as adopted, continues the basic net capital concept 
under which the securities industry has operated for many 
years and, in addition, introduces an alternative concept to 
measure the capital adequacy of broker-dealers. The ap- 
proaches to capital adequacy and financial responsibility 
embodied in the rule are designed to balance the need for 
adequate protection for customer assets and the need for 
flexibility in efficiently using and deploying the financial 
resources of the securities industry. 


I. Uniform Rule 15c3-1 
A. Introduction 


On November 11, 1974, the Commission published for com- 
ment revisions to the proposed uniform net capital rule and 
announced its intention to adopt the uniform rule after the 
expiration of the comment period. The rule had previously 
been published for comment in Securities Exchange Act Re- 
lease No. 9891 (December 5, 1972) and Securities Exchange 
Act Release No. 10525 (November 29, 1973). In order to 
ease the transition to a uniform rule for many brokers and 
dealers, the Commission has incorporated provisions in the 
uniform net capital rule which currently exist in superseded 
capital rules of national securities exchanges, including the 
concepts of secured demand note capital and a modified 
flow through of capital from subsidiaries. The Commission 
will monitor carefully those provisions and strengthen them 


where experience dictates that such action is necessary or ap- 


propriate. In addition, because of the comprehensive nature 
of the uniform net capital rule, some of its provisions have 
been modified from the form proposed on November 11, 
1974, to clarify application of the rule. Other suggestions 
to further refine the rule would be carefully considered by 
the Commission. The following is a summary of changes in 
the uniform rule as adopted from the rule as now in effect. 
The summary also highlights changes from the rule as pro- 
posed on November 11, 1974. 


B. Minimum Net Capital Requirements 
1. The rule as adopted reduces from 20:1 to 
15:1 the maximum ratio of aggregate indebtedness to net 


capital which a broker or dealer may maintain. 


2. The $5,000 minimum net capital require 
ment has been extended to brokers or dealers who engage in 


the sale of mutual funds on a direct wire order basis and cer- 


tain floor brokers who effect but do not clear transactions 
for other brokers or dealers. 
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3. A $50,000 minimum net capital requiremen 
has been established for writers and endorsers of options 
where such options are not listed on a registered natio 
curities exchange. 


4. Finally, for market makers the rule as adop: 
ed requires minimum net capital requirements equal to $25 
000 or $2,500 per security in which such broker or dealer 
makes a market with a maximum requirement of $100,000 
or a 15:1 ratio, whichever is greater. For securities which 
have a market value of less than $5 per share a minimum 
requirement of $500 for each such security has been re 
tained. 


Cc Exemptions 


The rule as adopted separately classifies stock exchange sp: 
cialists who do not deal with other than members, brokers 
or dealers and certain specialists and market makers in op 
tions under specified circumstances and exempts such class 
from the rule. The rules, settled practices and applicable 
regulatory procedures of the American Stock Exchange 
Boston Stock Exchange, Midwest Stock Exchange, New 
York Stock Exchange, Pacific Stock Exchange, PBW Stock 
Exchange and the Chicago Board Options Exchange are sat 
factory to the Commission to permit the separate classifica 
tion of such market makers and specialists and their exemp 
tion from the provisions of the rule. 


It should be noted, however, that Section 15(c)(3) of Secu 
rities Exchange Act of 1934 (‘‘the Act’’) requires the estab 
lishment of minimum financial responsibility requirements 
for all brokers and dealers. The application of financial r 
sponsibility requirements to specialists present unique 
tions which are still being explored by the Commission 
while the alternative approach adopted today appears to be 
a possible solution to this question, the Commission believe 
further study is warranted. The Commission expects to cor 
clude its review as promptly as practicable. 


The Commission also wishes to note that the recent amend 
ments to the Act would make the net capital rule applicabé 
to municipal securities brokers and municipal securities dee 
ers but would not be applicable to banks as defined in the 

Act. The Commission welcomes any comments which mun 
cipal securities brokers and dealers may have respecting the 
application of these requirements, and any special problem 
which may be encountered by them. 


D. Aggregate Indebtedness 


1. Indebtedness Collateralized by Exempted 
Securities 


The rule as adopted gives brokers or dealers the option of 
charging net capital by an amount equal to 4% of any in 
debtedness collateralized by exempted securities in lieu of 
including the amount of such indebtedness in the compute 
tion of aggregate indebtedness under the rule. 


2. Deferred Income Taxes 


Deferred income tax liabilities, recognized by the broker 
dealer pursuant to generally accepted accounting princip 
may be excluded from aggregate indebtedness under the 
rule. 
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Net Capital 
1. Fixed Assets 


As revised from the November proposal, the rule permits 
the deduction of fixed assets and assets which cannot readily 
be converted to cash, net of any indebtedness adequately 
secured thereby, if the fixed assets have been acquired for 
use in the ordinary course of the trade or business of a bro- 
ker or dealer; however, insofar as fixed assets are not ac- 
quired for use in the trade or business of the broker or deal- 
er, they will be deducted net of any indebtedness secured 
thereby only if the lender’s sole recourse in the event of a 
default in the payment of such indebtedness is solely to 
such assets. 


2. Deficits in Certain Accounts of Customers 


As adopted the rule requires a broker or- dealer, who permits 
a customer’s account to be carried on an unsecured or part- 
ly secured basis or who maintains a customer's cash account 
in deficit where more than one extension under Regulation 
T of the Board of Governors of the Federal Reserve System 
has been granted with respect to a specified securities trans- 
action, to treat such accounts as if they were proprietary ac- 
counts and the broker or dealer is required to apply the ap- 
propriate haircut on the securities contained in such account 
so that the collection risk and the resultant market risk in 
accounts which are unsecured or partly secured will be rec- 
ognized as being borne by the broker or dealer. 


3. Good Faith Deposits 


The rule as adopted makes clear that good faith deposits 
must be deducted from net worth as an asset not readily 
convertible to cash if not returned to the broker or dealer 
within 11 business days subsequent to the settlement date 
of the underwriting with an issuer. 


4. Free Shipments of Securities 


The rule as adopted requires a deduction from net worth 
for receivables arising out of free shipments of securities 
(other than mutual fund redemptions) in excess of $5,000 
per shipment and all free shipments (including mutual fund 
redemptions) outstanding more than 7 business days. 


5. Certain Municipal Bond Trusts and Liquid 
Asset Funds 


Since the maximum haircut for securities contained within 
the portfolio of a liquid asset fund or municipal bond unit 
investment trust is 5%, the rule as adopted provides for a 
haircut of 5% on the broker’s or dealer’s proprietary or 
other positions in such funds or trusts. 


6. Commercial Paper and Non-Convertible Debt 
Securities 


Under the rule as adopted commercial paper and non-con- 
vertible debt securities will receive haircuts based on their 
remaining time to maturity, if rated in the appropriate cate- 
gories by at least two nationally recognized statistical rating 
organizations rather than one such organization as proposed 
in Securities Exchange Act Release No. 11094. 








7. Undue Concentration 


The rule as adopted continues to require an undue concen 
tration haircut where any security position owned by the 
broker or dealer and in position for more than 11 business 
days exceeds 10% of the net capital of the broker or dealer 
before the application of haircuts. In addition, the rule as 
adopted permits the Examining Authority of the broker or 
dealer to reduce the undue concentration charge for a spe 
Cialist who is subject to the rule with respect to his specialty 
stock where it is in the public interest to do so. 


8. Fails to Receive and Fails to Deliver 


The rule as adopted excludes from aggregate indebtedness 
fail to receive contracts where the broker or dealer does not 
carry a contra long pesition in such securities in a customer's 
account. However, in order to encourage the prompt elimi- 
nation of failing contracts, the rule requires that until Janu 
ary 1, 1977, any fail to deliver contract outstanding more 
than 15 business days past settlement be treated as if it were 
a proprietary position of the broker or dealer by marking 
the contract to the market and applying a haircut. After 
January 1, 1977, fail to deliver contracts will be treated as 
proprietary positions of the broker or dealer if they are out- 
standing more than 11 business days. Any adverse move- 
ment of the market value of the security which is the sub 
ject of a fail to deliver is to be charged against capital and 
any favorable movement of the underlying security would 
serve to reduce the haircut. 


9. Options 


a. Positions of Market Makers and Specialists 
in Options 


The rule requires specialists, market makers, and registered 
traders in options who either transact business with other 
than members, brokers or dealers or who are clearing mem- 
bers of the Options Clearing Corporation (“OCC”) to com- 
ply with the basic provisions of the net capital rule as they 
relate to options. However, the rule will continue to classify 
separately and exempt market makers and specialists who 
are not clearing members of the OCC and who do not trans- 
act a business in securities with other than members, bro- 
kers and dealers. In that connection, the rule incorporates 
specific net capital treatment for brokers and dealers carry 
ing the accounts of such options specialists, market makers, 
and registered traders. The Commission anticipates that mar- 
ket maker, specialist and registered trader capital require- 
ments will be amended periodically to provide for modifi- 
cations of those requirements as the option market may 
evolve. 


b. Determination of Net Worth and Unrea 
lize lized Profits and Losses in Options 
These provisions of the rule have been substantially revised 
to clarify the determination of net worth and unrealized 
profits and losses in options and related securities positions 
which may be hedged by options. 


These provisions provide, in part, that options positions 


should, for net worth purposes, be carried at their market 
value and, in addition, describe the manner in which the pro- 


SEC DOCKET/243 


ceeds received from writing options are to be recognized. 
As proposed in November, the rule would have treated the 
cost or proceeds of listed options as if they were long or 
short securities positions and would not have included the 
proceeds received from writing options in net worth; as re- 
vised, such cost or proceeds are treated as premium expense 
or income where such options are related to long or short 
securities positions or short positions in options. 


c. Options Haircuts 


The determination of the appropriate haircuts for positions 
in options have not changed from the prior public exposure 
of the rule and may be found in Appendix A to the rule (17 
CFR 240.15c3-1a). Those haircuts follow existing industry 
practice; the Commission believes, however, that it is appro- 
priate to review on a continuing basis the level of haircuts 
to be applied to options positions and to make further ad- 
justments as more experience is gained with the operation of 
option markets. In particular, the provisions with respect 
to haircuts on long options may be revised to establish an 
appropriate relationship between haircuts applied to the 
securities underlying options and the relatively higher price 
volatility of options compared to the underlying security. 


10. U.S. Government Securities 


Under the rule as adopted, government securities subject to 
repurchase agreements are to be treated as if owned by the 
broker or dealer with an appropriate haircut applied to the 
market value of the security. In the case of reverse repur- 
chase agreements for U.S. government securities, such trans- 
actions result in the broker having a secured receivable from 
the person who has, in effect, borrowed funds from the bro- 
ker or dealer; therefore, any capital charge will be limited 
to the deficiency, if any, in the securities collateralizing the 
receivable. Finally, matched repurchase agreements which 
result in fully secured matched contractual commitments to 
buy or sell the U.S. government securities subject to the a- 
greements should not normally receive a capita! charge. 


11. Satisfactory Subordination Agreements 


The rule as adopted sets forth in a separate Appendix D(17 
CFR 240.15c3-1d) to the rule the requirements for satis- 
factory subordination agreements. 


The rule makes clear that subordinated capital contribu- 
tions may be made only in the form of contributions of cash 
or securities; however, all contributions of securities must 
be made pursuant to a secured demand note arrangement. 
The Appendix defines the minimum standards for the con- 
tribution and form of secured demand notes as well as sub- 
ordinated contributions of cash. Appendix D should be 
carefully examined by broker-dealers and their counsel in 
preparing subordination agreements. 


12. Flow Through Capital from Subsidiaries and 
Affiliates 


Appendix C (17 CFR 240.15c3-3c) to the rule sets forth the 
requirements which must be met to consolidate in a single 
net capital computation the assets and liabilities of subsi- 
diaries and affiliates in order to obtain flow-through capital 
benefits for a parent broker or dealer. 
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The rule as adopted provides that flow-through capital bene- 
fits can be available to the parent only if the subsidiary or 
affiliate is majority-owned or controlled and only if the as- 
sets of the subsidiary or affiliate or the broker’s or dealer's 
interest therein may be distributed to the broker or dealer 
within a 30 day period. In addition, subordinated obliga- 
tions of the subsidiary may not serve to increase the net 
worth of the parent unless the obligations are also subordi- 
nated to the claims of present and future creditors of the 
parent. The rule as adopted also requires that liabilities 
which are guaranteed by the broker or dealer be reflected in 
the firm’s net capital computation. 


The rule as adopted restricts flow through capital treatment 
currently provided under exchange net capital rules by re- 
quiring the computation of net capital and aggregate indebt- 
edness to be made on a fully consolidated basis as well as 
placing limitations on the withdrawal of capital from such 
consolidated subsidiaries. The Commission will carefully 
monitor the effect of the flow through capital provisions 
and may modify them where appropriate. 


F. Debt-Equity Requirements 


The rule as adopted requires that a broker or dealer must 
maintain equity, as defined, equal to 30% of its debt-equity 
total, as defined. For this purpose, the rule provides that a 
subordination agreement with an initial term of three years 
and a remaining term of at least.1 year contributed by a 
partner or stockholder of the broker or dealer may be treat- 
ed as equity with respect to the rule’s debt-equity require- 
ment. At such time as the remaining term of such sub- 
ordination agreement is less than 1 year, it will cease to be 
equity under the rule unless the term is extended by the 
lender. 


ll. Alternative Net Capital Requirement 


The Commission in adopting the alternative net capital re- 
quirement has determined to adopt a new concept to meas- 
ure the capital adequacy of brokers or dealers. The Com- 
mission believes the new approach will insure the protection 
of investors as well as improve the ability of brokers or 
dealers to meet the future needs of the nation’s corporate 
issuers to raise both equity and debt capital in the evolving 
central market. 


The implementation of Rule 15c3-3, with its objective of 
furnishing protection for the integrity of customers’ funds 
and securities, has made it no longer necessary to rely solely 
on net capital requirements to insure the protection of in- 
vestors. Ultimately, it may be possible for Rule 15c3-3 in 
some form to replace the liquidity requirements of the net 
capital rule and become the primary source of protection 
to customer assets held by the broker or dealer. The alter- 
native approach adopted today moves in that direction. 


The key factors which distinguish the securities industry 
from other industries are its custodial responsibility for 
customers’ funds and securities and its role in facilitating 
capital raising for government and corporations. According 
ly, the scope and purpose of any rules and regulations con- 
cerning the fiscal responsibility of a broker or dealer should 
focus upon the construction of an environment in which 
financial miscalculations of a broker or dealer do not result 
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in loss to its customers or the customers of another broker or dealers who have not elected to operate pursuant to an 
) & dealer. The Commission believes the alternative approach exemption from Rule 15¢3-3 through either subparagraphs 


ill effectively create and maintain an environment of cus- (k)(1) or (k)(2)(i). Brokers or dealers who meet the re- 
tomer protection while enabling the securities industry to quirements of subparagraph (k)(2)(ii) of Rule 15c3-3 and 
fulfill its function of capital raising and the maintenance of introduce all customer transactions to another broker or 
aliquid secondary market by: dealer on a fully disclosed basis are eligible to operate pur- 

suant to Rule 15c3-1(f), if they maintain minimum net cap- 
(1) Acting as an effective early warning device to pro- ital of at least $100,000. 
vide reasonable assurance against loss of customer assets 
through a logical interface with other operation standards Since the alternative approach provides a carefully refined 
and existing surveillance, reporting and examination aspects and structured measurement of customer obligations, it is 
of the securities industry regulatory framework; appropriate to enhance the ability of brokers or dealers to 
engage in market making, block positioning and specializing 
(2) Avoiding the inefficient and costly commitment of in equity securities. To achieve this objective, the alterna- 
capital within the securities industry where such a commit- tive approach reduces the haircut on long positions in equity 
ment is not necessary for customer protection; securities to 15% of the market value of such securities. 
Generally, the rule exempts short positions in equity secu- 
(3) Eliminating, to the extent possible and consistent rities from any haircut to the extent such positions do not 
with the objective of customer protection, competitive re- exceed 25% of the broker's or dealer's long positions in 
straints on the securities industry's ability to compete ef- equity securities. However, the alternative approach requires 
fectively with other diversified financial institutions; a 30% haircut on security positions in excess of the 25% ex- 
clusion. 
(4) Making the capital structures of brokers and dealers 
as well as their investment and operating policies more un- Because the alternative approach seeks to measure the gen- 
derstandable to lending institutions and other suppliers of eral financial integrity of the broker or dealer, it is appro- 
capital and to the public; and priate to adopt more stringent requirements to guard against 
brokers or dealers overextending themselves by unduly con- 
(5) Providing some reasonable and finite limitation on centrating their assets in any one security position. Conse- 
broker-dealer expansion to minimize the possibility of quently, the alternative approach results in an additional 
customer loss and the possibility that the SIPC Fund will 15% haircut on equity positions to the extent they exceed 
have to be utilized to protect customers. 10% of net capital before the application of haircuts, and 
such undue concentration charges would be imposed im- 
- i‘ Alternative Net Capital Requirement mediately rather than be delayed for 11 business days as 
provided in the basic rule. However, in the case of security 


Rule 15c3-1(f) as adopted establishes a minimum net capital positions which result from the broker’s or dealer’s under- 


or liquidity standard which is designed to measure the gen- writing activity, the additional charge would be imposed 

eral financial integrity and liquidity of a broker or dealer after 11 business days. 

and the minimum net capital deemed necessary to meet the 

broker’s or dealer’s continuing commitments to its custom- Under the alternative, specialists who deal with the public 
ers. The alternative also indicates to other creditors with and who are, therefore, subject to the rule may be exempted 
whom the broker or dealer may deal what portion of its from the undue concentration provisions of the rule with 
liquid assets in excess of that required to protect customers _ respect to their specialty securities upon appropriate appli- 
is available to meet other commitments of the broker or cation to the Examining Authority for such specialist if the 
dealer. In addition, the amount of the firm’s liquid assets Examining Authority finds it in the public interest to do so. 
in excess of the broker’s or dealer’s minimum requirement 

necessary to protect customers gives the Commission, self- Under the alernative, the haircut on risk arbitrage transac- 
regulators and SIPC sufficient early warning to take appro- tions is the lesser of the haircut provided for equity secu 
priate action to protect customers prior to the time when rities generally under Rule 15c3-1(f), or 30% of the greater 


the broker’s or dealer’s assets would be insufficient to satisfy Of the long or short position in the arbitrage transaction. 


Customers’ claims in the event of liquidation. * - 
In addition, the alternative approach precludes the with- 


While the alternative eliminates the traditional standard of drawal of equity capital if the broker's or dealer’s minimum 
limiting obligations of brokers or dealers (i.e., the ratio of net capital is less than 7% of aggregate Reserve Formula 
aggregate indebtedness to net capital), it substitutes the ag- | debits, and subordinated capital may not be withdrawn if 
gregate dollar amount of firm assets which have as their the broker's or dealer’s minimum net capital would be less 


source transactions with customers (i.e., items includable in than 6% of aggregate Reserve Formula debits. 
the Formula for Determination of Reserve Requirements for 










Brokers and Dealers (‘Reserve Formula’’) as the standard 2. Modifications to Rule 15c3-3 

for determining the maximum permissible level of the bro- 

ker's or dealer’s customer-related activity. Rule 15c3-1(f), As mentioned earlier, the Commission believes that the ob 
thus, requires a broker-dealer to maintain minimum net cap-__jectives of the alternative approach can only be achieved by 
ital equal to the greater of $100,000 or 4% of aggregate further strengthening the custodial requirements and Re- 


debit balances includable in the Reserve Formula. serve Formula safeguards developed for the protection of 
customer assets established by Rule 15c3-3. 
The alternative as adopted will be applicable only to brokers 
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Thus, the alternative as adopted requires aggregate debit i- 
tems in the Reserve Formula to be reduced by 3% rather 
than the 1% reduction of certain debit items which now ex- 
ists. This reduction of debit items will thus provide, in the 
event of a liquidation, an additional cushion of secured 
debit items which will be available to satisfy customers with 
whom the broker or dealer effects transactions. In addition, 
the alternative would require that stock record differences 


and suspense account items be included in the Reserve Form- 


ula after 7 business days. 


Finally, the alternative has been revised to provide that fails 
and any related receivables which arise as a result of the 
failure of issuers to make timely delivery of newly issued 
government securities or money market instruments to the 
broker or dealer may be excluded from the Reserve Formula 
for 3 business days. © 


3. Division of Market Regulation Interpretation Of 
Items Includable in the Reserve Formula 


The alternative requirement is founded upon the broker’s or 
dealer’s aggregate Reserve Formula debits as determined by 
Exhibit A to Rule 15c3-3 (17 CFR 240.15c3-3a). There- 
fore, the allocation methods used to determine which fail 
contracts relate to proprietary accounts as opposed to cus- 
tomer accounts and which securities borrowed or loaned re- 
late to proprietary or customer transactions are particularly 
important since they directly affect the level of aggregate 
debits of a broker or dealer and, consequently, determine 
the level of its minimum net capital requirement. The Com- 
mission, therefore, has determined to publish the following 
interpretations of the Division of Market Regulation respect- 
ing the various allocation approaches to be followed under 
Rule 15c3-3 regardless of whether the broker or dealer e- , 
lects to operate under the alternative approach. 


a. Fails to Deliver vs. Fails to Receive 


Fails to receive which are not allocable to long positions in 
the proprietary or other accounts of the broker or dealer 

* and fails to deliver which are not allocable to short positions 
in the proprietary or other accounts of the broker or dealer 
are customer related and should be included in the compu- 
tation of the Reserve Formula. 


b. Stock Loaned vs. Stock Borrowed 


Amounts representing stock borrowed which are not al- 
locable to short securities positions in customer accounts or 
other items includable in the Reserve Formula and amounts 
representing stock loans which are not allocable to long se- 


curities positions in customer accounts or other items includ- 


able in the Reserve Formula should be excluded from the 
Reserve Formula. 


c. Principal Transactions with Customers 


Where a dealer purchases securities as principal from his 
customer and where such securities have not been resold by 
the broker or dealer, the credit balance due to the customer 
arising from his sale of securities to the broker or dealer 
may be excluded from the Reserve Formula until the secu- 
rities sold have been delivered by the customer. 
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d. Fails to Deliver vs. Securities in Possession or 
Control in Excess of Segregation Require - 
ments 


Where an amount representing securities failed to deliver is 
allocable to securities in the broker's or dealer’s physical 
possession and such securities are in excess of the broker's 
or dealer’s possession or control requirement, the fail to 
deliver amount should be excluded from the Reserve Form- 
ula. 

Effective Date — Transitional Provisions 
As noted earlier, the Commission has determined to delay 
the effective date of certain of the rule’s provisions in order 
to enable broker-dealers and the various Examining Author- 
ities to become thoroughly familiar with the rule’s provisions. 
The Commission also recognizes that the transition to the 
new rule will require broker-dealers to make significant ad- 
justments to their recordkeeping systems in order to insure 
their ability to effectively accumulate the data necessary to 
compute net capital, aggregate indebtedness, and the alter- 
native net capital requirement. In addition, the various des- 
ignated Examining Authorities will be required to revise 
their reporting and surveillance systems in order to properly 
monitor the financial conditions of their members and their 
compliance with the rule. Finally a substantial educational 
effort will be required over the next several months to in- 
sure that broker-dealers and their operating personnel are 
thoroughly trained in the operation of the rule. 


Accordingly, the Commission has determined that both the 
minimum net capital requirements and the maximum per- 
missable net capital ratio at which a broker-dealer may op- 
erate as set forth in paragraph (a) of the Rule, shall become 
effective on September 1, 1975. In addition, Appendix D 
of the Rule regarding satisfactory subordination agreements 
will also become effective on September 1, 1975. 


The effect of implementing these provisions on September 
1, 1975 will be to establish minimum financial responsibility 
requirements for all brokers and dealers. New minimum 
Capital requirements for floor brokers, market makers and 
broker-dealers who write or endorse options otherwise than 
on a national securities exchange will be effective on Sep- 
tember 1, 1975. In addition, all broker-dealers will be re- 
quired to operate under a uniform maximum ratio of aggre- 
gate indebtedness to net capital of 15 to 1, thereby making 
uniform the requirements presently applicable to broker- 
dealers who are members of the NASD, SECO, and the PBW 
with the net capital ratio requirements applicable to all 
other broker-dealers. 


Further, the implementation of Appendix D respecting sat- 
isfactory subordination agreements on September 1, 1975 
will insure that all broker-dealers will be subject to a uni- 
form provision respecting the permanency of subordinated 
capital and uniform subordinated debt retention require- 
ments. 


Paragraph (g) of the rule would delay until January 1, 1976 
the requirement of all brokers and dealers to compute net 
Capital, aggregate indebtedness and the alternative net capi- 
tal computation pursuant to the new rule. In this connec- 
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tien, the Commission has required that all Examining Au- 
ies submit to the Commission no later than July 31, 

a plan setting forth the steps the Examining Authority 
will be required to take (including but not limited to modi- 
fications of reporting and surveillance requirements and the 
education of both examiners and broker-dealers) in order 

to provide for an orderly transition to all provisions of the 
rule by January 1, 1976. 








Statutory Basis and Competitive Considera- 
tions 


These amendments to 17 CFR 240.15c3-1 and the adop- 
tion of 17 CFR 240.15c3-1a-d are adopted pursuant to the 
Securities Exchange Act of 1934 (the ‘‘Act’’) particularly 
Sections 10(b), 15(c)(3), 17(a) and 23(a) thereof, effective 
September 1, 1975. As previously noted, adoption of a uni- 
form net capital rule has been under consideration by the 
Commission since 1972; adoption of a uniform net capital 
rule was one of the recommendations of the Commission's 
Study of Unsafe and Unsound Practices of Brokers and 
Dealers (Report and Recommendations of the Securities and 
Exchange Commission, December 1972, House Document 
No. 92-231 at p.5) prepared pursuant to Section 11(h) of 
the Securities Investor Protection Act of 1970. The Secu- 
‘ities Act Amendments of 1975 (P.L. 94-29) amended Sec- 
tion 15(c)(3) of the Act to require promulgation of mini- 
mum financial responsibility requirements for all brokers 

and dealers by September 1, 1975. 


The rule as adopted will have an impact on competition. In 
e instances the minimum amounts of net capital are the 
¢ as amounts heretofore required under Rule 15c3-1 and 
ler applicable exchange rules; however, the method of 
calculating net capital and aggregate indebtedness has been 
aitered and, as noted, the permissible ratio of aggregate 
ndebtedness to net capital has been lowered from 20:1 to 
15:1 for brokers and dealers who do not (or cannot) elect 
the alternative capital requirement. The uniform net capi- 
tal rule may, consequently, increase the amount of capital 
required for brokers or dealers or for prospective brokers or 
dealers, thereby raising entry levels for participation in the 
securities industry; in addition, the changes in the calcula- 
tions of the net capital ratio may reduce the amount of 
business which some brokers or dealers will be permitted to 
engage in with a given amount of capital. Finally, in certain 
ines Of business, brokers and dealers compete with other 
types of financial institutions which are separately regulated 
and may not be subject to equivalent financial requirements. 


The Commission has determined, however, that any burden 
on competition imposed by the uniform net capital rule is 
necessary and appropriate in furtherance of the purposes of 
the Act and that the rule is necessary and appropriate to 
mplement the provisions of the Act, and in particular Sec- 
tion 15(c)(3) thereof, to provide safeguards with respect to 
the financial responsibility and related practices of brokers 
or dealers; to eliminate illiquid and impermanent capital; 
and to assure investors that their funds and securities are 
protected against financial instability and operational weak- 
nesses of brokers or dealers. 
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The text of the rule follows: 


17 CFR 240. 15c3-1 
or Dealers 


Net Capital Requirements for Brokers 


(a) No broker or dealer shall permit his aggregate in 
debtedness to all other persons to exceed 1500 percentum 
of his net capital, except as otherwise iimited by the provi- 
sions of subparagraph (a)(1), or, in the case of a broker or 
dealer electing to operate pursuant to paragraph (f) of this 
section, no broker or dealer shall permit his net capital to 
be less than 4 percent of aggregate debit items as computed 
in accordance with 17 CFR 240.15c3-3a, except as other- 
wise limited by paragraph (f) of this section, and every bro- 
ker or dealer shall have the net capital necessary to comply 
with the following conditions, except as otherwise provided 
for in paragraph (f) of this section. 


Brokers or Dealers Engaging in a General Securities Business 


(1) No broker or dealer, except one who operates un- 
der paragraph (f) of this section, shall permit his aggregate 
indebtedness to all other persons to exceed 800 percentum 
of his net capital for 12 months after commencing business 
as a broker or dealer and, except as otherwise provided for 
in paragraph (a) or paragraph (f) of this section, the broker 
or dealer shall at all times have and maintain net capital of 
not less than $25,000 or, $25,000 plus the sum of each bro- 
ker or dealer Subsidiary’s minimum net capital requirement 
which is consolidated pursuant to Appendix (C), 17 CFR 
240.15c3-1c. 


Brokers Who Do Not Generally Carry Customers’ Accounts 


(2) Notwithstanding the provisions of subparagraph (a) 
(1) hereof, a broker or dealer shall have and maintain net 
capital of not less than $5,000 if he does not hold funds or 
securities for, or owe money or securities to, customers and 
does not carry accounts of, or for, customers, except as pro- 
vided for in subdivision (v) below, and he conducts his busi- 
ness in accordance with one or more of the following condi- 
tions and does not engage in any other securities activities; 


(i) He introduces and forwards as a broker all transac- 
tions and accounts of customers to another broker or dealer 
who carries such accounts on a fully disclosed basis and (the 
introducing broker or dealer) promptly forwards all of the 
funds and securities of customers received in connection 
with his activities as a broker; 


(ii) He participates, as broker or dealer, in underwrit- 
ings on a “best efforts” or ‘all or none” basis in accordance 
with the provisions of 17 CFR 240.15c2-4(b)(2) and he 
promptly forwards to an independent escrow agent cus- 
tomers’ checks, drafts, notes or other evidences of indebted- 
ness received in connection therewith which shall be made 
payable to such escrow agent; 


(iii) He promptly forwards, as broker or dealer, sub- 
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scriptions for securities to the issuer, underwriter, sponsor counts for savings and loan associations insured by an instru- 


or other distributor of such securities and receives checks, mentality of the United States; and, (C) the sale of secu- 
rafts, notes or other evidences of indebtedness payable rities for the account of a customer to obtain funds for im- 
ely to the issuer, underwriter, sponsor or other distributor mediate reinvestment in redeemable securities of registered 

who delivers the securities purchased directly to the sub- investment companies; and 

scriber; 


(iii) He promptly transmits all funds and delivers all 


(iv) He effects an occasional transaction in securities securities received in connection with his activities as a bro- 
for his own investment account with or through another ker or dealer, and does not otherwise hold funds or securi- 
registered broker or dealer; ties for, or owe money or securities to, customers. 


(v) He acts as broker or dealer with respect to the pur- Certain Additional Capital Requirements for Market Makers 
chase, sale and redemption of redeemable shares of register- 
ed investment companies or of interests or participations in (4) Notwithstanding the provisions of subparagraphs 
insurance Company separate accounts, whether or not regis- _(a)(1), (2) and (3), a broker or dealer engaged in activities 
tered as an investment company, and he promptly transmits as a market maker as defined in subparagraph (c)(8) of this 


all funds and delivers all securities received in connection section shall maintain net capital in an amount not less than 
with such activities; $2,500 for each security in which he makes a market (unless 
a security in which he makes a market has a market value of 
(vi) He introduces and forwards all customer and all $5 or less in which event the amount of net capital shall be 
principal transactions with customers to another broker or not less than $500 for each such security) based on the aver- 
dealer who carries such accounts on a fully disclosed basis age number of such markets made by such broker or dealer 
and promptly forwards all funds and securities received in during the 30 days immediately preceding the computation 


connection with his activities as a broker or dealer and does date, except that under no circumstances shall he have net 
not otherwise hold funds or securities for or owe money or Capital less than that required by subparagraph (a)(1), or be 
securities to, customers and does not otherwise carry pro- required to maintain net capital of more than (100,000 un- 
prietary (except as provided in subdivision (a)(2)}(iv) above) _ less otherwise required by the provisions of paragraphs (a) 
or customer accounts and his activities as dealer are limited or (f) of this section. 

to holding firm orders of customers and in connection there- 

with: (A) in the case of a buy order, prior to executing Certain Additional Capital Requirements for Brokers or 
such customers’ order, purchases as principal the same num- Dealers Engaged in the Sale of Options 

ber of shares or purchases shares to accumulate the number 

of shares necessary to complete the order which shall be (5) Notwithstanding the provisions of subparagraphs 







eared through another broker or dealer or (B) in the case (a)(1)-(4) a broker or dealer who endorses or writes options, 
of a sell order, prior to executing such customers’ order, including but not limited to puts, calls, straddles, strips, or 
sells as principal the same number of shares or a portion straps otherwise than on a registered national securities ex- 
thereof which shall be clared through another broker or change or a facility of a registered national securities associa- 
dealer; or tion shall have net capital of not less than $50,000. 


(vii) He effects, but does not clear, transactions in secu- Exemptioris 
rities as a broker on a registered national securities exchange 
for the account of another member of such exchange. (b)(1) +The provisions of this section shall not apply to 
any specialist who does not transact a business in securities 
Brokers or Dealers Engaged Solely in the Sale of Redeemable with other than members, brokers or dealers and who is in 
Shares of Registered Investment Companies and Certain good standing and subject to the capital requirements of the 
Other Share Accounts American Stock Exchange (if he is not also a clearing mem- 
ber of the Options Clearing Corporation), the Boston Stock 
(3) Net capital of not less than $2,500 shal! be main- Exchange, the Midwest Stock Exchange, the New York Stock 


tained by a broker or dealer who engages in no other secu- Exchange, the Pacific Stock Exchange, the PBW Stock Ex 
rities activities except those prescribed in this subparagraph — change (if he is not also a clearing member of the Options 
and who meets all of the following conditions: Clearing Corporation), or the Chicago Board Options Ex- 


change (if he is not also a clearing member of the Options 

(i) | His dealer transactions are limited to the purchase, Clearing Corporation) provided that this exclusion as to a 
sale and redemption of redeemable shares of registered in- particular specialist of any exchange or as to the exchange 
vestment companies or of interests or participations in an itself, may be suspended or withdrawn by the Commission 
insurance company separate account, except that he may al- at any time, upon ten (10) days written notice to such ex- 
so effect an occasional transaction in other securities for his | change or specialist, if it appears to the Commission that 
own investment account with or through another registered = such action is necessary or appropriate in the public interest 
broker or dealer; or for the protection of investors. 


(ii) | His transactions as broker are limited to: (A) the (2) The Commission may, upon written application, 
sale and redemption of redeemable shares of registered invest exempt from the provisions of this section, either uncondi 
ment companies or of interests or participations in an in- tionally or on specified terms and conditions, any broker or 
surance Company separate account whether or not registered dealer who satisfies the Commission that, because of the spe- 
as an investment company; (B) the solicitation of share ac- cial nature of its business, its financial position, and the safe 
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guards it has established for the protection of customers’ 
funds and securities, it is not necessary in the public interest 
or for the protection of investors to subject the particular 
broker or dealer to the provisions of this section. 


(c) Definitions. For the purpose of this section: 
Aggregate Indebtedness 


(1) The term “aggregate indebtedness” shall be deemed 
to mean the total money liabilities of a broker or dealer a- 
rising in connection with any transaction whatsoever, and 
includes, among other things, money borrowed, money pay- 
able against securities loaned and securities ‘‘failed to re- 
ceive,’ the market value of securities borrowed to the ex- 
tent to which no equivalent value is paid or credited (other 
than the market value of margin securities borrowed from 
customers in accordance with the provisions of 17 CFR 240. 
15c3-3 and margin securities borrowed from non-customers), 
customers’ and non-customers’ free credit balances, credit 
balances in customers’ and non-customers’ accounts having 
short positions in securities, equities in customers’ and non- 
customers’ future commodities accounts and credit balances 
in customers’ and non-customers’ commodities accounts, 
but excluding: 


Exclusions From Aggregate Indebtedness 


(i) Indebtedness adequately collateralized by securities 
which are carried long by the broker or dealer and which 
have not been sold or by securities which collateralize a se- 
cured demand note pursuant to Appendix (D) to this section 
17 CFR 240.15c3-1d, or indebtedness adequately collater- 
alized by spot commodities which are carried long by the 
broker or dealer and which have not been sold; 


(ii) Amounts payable against securities loaned, which 
securities are carried long by the broker or dealer and which 
have not been sold or which securities collateralize a secured 
demand note pursuant to Appendix (D), 17 CFR 240.15c3- 
1d; 


(iii) Amounts payable against securities failed to receive 
which securities are carried long by the broker or dealer and 
which have not been sold or which securities collateralize a 
secured demand note pursuant to Appendix (D), 17 CFR 
240.15c3-1d or amounts payable against securities failed to 
receive for which the broker or dealer also has a receivable 
related to securities of the same issue and quantity thereof 
which are either fails to deliver or securities borrowed by 
the broker or dealer; 


(iv) Credit balances in accounts representing amounts 
payable for securities or money market instruments not yet 
received from the issuer or its agent which securities are spe- 
cified in subdivision (c)(2)(vi)(E) and which amounts are 
outstanding in such accounts not more than three (3) busi- 
ness days; 


(v) Equities in customers’ and non-customers’ accounts 
segregated in accordance with the provisions of the Commod- 
ity Exchange Act and the rules and regulations thereunder; 


(vi) Liability reserves established and maintained for 
refunds of charges required by Section 27(d) of the Invest- 
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ment Company Act of 1940, but only to the extent of a 

mounts on deposit in a segregated trust account in accord- 

ance with 17 CFR 270.27d-1 under the Investment Com- 

pany Act of 1940; | 
(vii) Amounts payable to the extent funds and qualified 

securities are required to be on deposit and are deposited in 

a “Special Reserve Bank Account for the Exclusive Benefit 

of Customers” pursuant to 17 CFR 240.15c3-3 under the 

Securities Exchange Act of 1934; 


(viii) Fixed liabilities adequately secured by assets ac 
quired for use in the ordinary course of the trade or busi- 
ness of a broker or dealer but no other fixed liabilities secu 
red by assets of the broker or dealer shall be so excluded un 
less the sole recourse of the creditor for nonpayment of 
such liability is to such asset, 

(ix) Liabilities on open contractual commitments; 

(x) Indebtedness subordinated to the claims of credit- 
Ors pursuant to a satisfactory subordination agreement, as 
defined in Appendix (D), 17 CFR 240.15c3-1d; 


(xi) Liabilities which are effectively subordinated to 
the claims of creditors (but which are not subject to a satis- 
factory subordination agreement as defined in Appendix (D) 
17 CFR 240.15c3-1d), by non-customers of the broker or 
dealer prior to such subordination, except such subordina- 
tions by customers as may be approved by the Examining 
Authority for such broker or dealer; 


(xii) Credit balances in accounts of general partners; and 
(xiii) Deferred tax liabilities. 
Net Capital 


(2) The term “‘net capital’ shall be deemed to mean 
the net worth of a broker or dealer, adjusted by: 


Adjustments to Net Worth Related to Unrealized Profit or 
Loss and Deferred Tax Provisions 


(i)(A) Adding unrealized profits (or deducting unrea- 
lized losses) in the accounts of the broker or dealer; 


(B) (7) In determining net worth, all long and all 
short positions in listed options shall be marked to their 
market value and all long and all short securities and com- 
modities positions shall.be marked to their market value. 


(2) in determining net worth, the value attri- 
buted to any unlisted option shall be the difference between 
the option’s exercise value and the market value of the un- 
derlying security. In the case of an unlisted call, if the mar- 
ket value of the underlying security is less than the exercise 
value of such call it shall be given no value and in the case 
of an unlisted put if the market value of the underlying se- 
curity is more than the exercise value of the unlisted put it 
shall be given no value. 


(C) Adding to net worth the lesser of any deferred 
income tax liability related to the items in (7), (2), and (3) 
below, or the sum of (7), (2), and (3) below; 
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(1) The aggregate amount resulting from apply - 
ng to the amount of the deductions computed in accord- 
e with subparagraph (c)(2)(vi) and Appendices (A) and 
@ 17 CFR 240.15c3-1a and 240.15c3-1b or, where appro- 
priate, paragraph (f) of this section, the appropriate Federal 
and State tax rate(s) applicable to any unrealized gain on 
the asset on which the deduction was computed; 


(2) Any deferred tax liability related to in- 
come accrued which is directly related to an asset other- 
wise deducted pursuant to this section; 


(3) Any deferred tax liability related to un- 
realized appreciation in value of any asset(s) which has been 
otherwise deducted from net worth in accordance with the 
provisions of this section; and, 


(D) Adding, in the case of future income tax bene- 
fits arising as a result of unrealized losses, the amount of 
such benefits not to exceed the amount of income tax lia- 
bilities accrued on the books and records of the broker and 
dealer, but only to the extent such benefits could have been 
applied to reduce accrued tex liabilities on the date of the 
capital computation, had the related unrealized losses been 
realized on that date. 


Subordinated Liabilities 


(ii) Excluding liabilities of the broker or deal- 
er which are subordinated to the claims of creditors pur- 
suant to a satisfactory subordination agreement, as defined 
in Appendix (D), 17 CFR 240.15c3-1d. 







le Proprietors 


(iii) Deducting, in the case of a broker or deal- 
er who is a sole proprietor, the excess of liabilities which 
have not been incurred in the course of business as a broker 
or dealer over assets not used in the business. 


Assets Not Readily Convertible into Cash 


(iv) Deducting fixed assets and assets which 
cannot be readily converted into cash (less any indebted- 
ness excluded in accordance with subdivision (c)(1) (viii) of 
this section) including, among other things: 


Fixed Assets and Prepaid Items 

(A) Real Estate; furniture and fixtures; exchange mem- 
berships; prepaid rent, insurance and other expenses; good- 
will, organization expenses; 


Certain Unsecured and Partly Secured Receivables 


(B) All unsecured advances and loans; deficits in cus- 
tomers’ and non-customers’ unsecured and partly secured 
notes; deficits in customers’ and non-customers’ unsecured 
and partly secured accounts after application of calls for mar- 
gin, marks to the market or other required deposits which 
are Outstanding 5 business days or less, except deficits in 
cash accounts as defined in 12 CFR 220.4(c) of Regulation 
T under the Securities Exchange Act of 1934 for which not 
more than one extension respecting a specified securities 
transaction has been requested and granted, and deducting 
for securities carried in any of such accounts the percentages 













specified in subparagraphs (c)(2)(vi) or (f) of this section or 
Appendix (A), 17 CFR 240.15c3-1a, receivables arising out 
of free shipments of securities (other than mutual fund re 
demptions) in excess of $5,000 per shipment and all free 
shipments (including mutual fund redemptions) outstanding 
more than 7 business days; any collateral deficiencies in 
secured demand notes as defined in Appendix (D), 17 CFR 
240.15c3-1d; 


Certain Receivables 


(C) Interest receivable, floor brokerage receivable, com- 
missions receivable from other brokers or dealers (other than 
syndicate profits which shall be treated as required in sub 
division (c)(2)(iv)(E) below), mutual fund concessions re 
ceivable and management fees receivable from registered in- 
vestment companies, all of which receivables are outstanding 
longer than thirty (30) days from the date they arise; divi- 
dends receivable outstanding longer than thirty (30) days 
from the payable date; and good faith deposits arising in 
connection with an underwriting, outstanding longer than 
eleven (11) business days from the settlement of the under 
writing with the issuer; 


Insurance Claims 


(D) Insurance claims which, after seven (7) business 
days from the date the loss giving rise to the claim is dis 
covered, are not covered by an opinion of outside counsel 
that the claim is valid and is covered by insurance policies 
presently in effect; insurance claims which after twenty (20) 
business days from the date the loss giving rise to the claim 
in discovered and which are accompanied by an opinion of 
outside counsel described above, have not been acknowledg- 
ed in writing by the insurance carrier as due and payable; 
and insurance claims acknowledged in writing by the carrier 
as due and payable outstanding longer than twenty (20) busi 
ness days from the date they are so acknowledged by the 
carrier; and, 


Other Deductions 


(E) All other unsecured receivables; all assets doubtful 
of collection less any reserves established therefor, and, the 
funds on deposit in a “segregated trust account” in accord- 
ance with 17 CFR 270.27d-1 under the Investment Company 
Act of 1940, but only to the extent that the amounts on de 
posit in such segregated trust account exceeds the amount of 
liability reserves established and maintained for refunds of 
charges required by Sections 27(d) and 27(f) of the Invest- 
ment Company Act of 1940; Provided, that any amount de- 
posited in the ‘Special Reserve Bank Account for the Exclu- 
sive Benefit of Customers” established pursuant to 17 CFR 
240.15c3-3 and clearing deposits shall not be so deducted. 


Securities Differences 


(v) Deducting the market value of all short secu 
rities differences (which shall include securities positions 
reflected on the securities record which are not susceptible 
to either count or confirmation) unresolved for seven (7) 
business days after discovery and the market value of any 
long security differences, where such securities have been 
sold by the broker or dealer before they are adequately re- 
solved, less any reserves established therefor, 


Securities Haircuts 
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(vi) Deducting the percentages specified in 
subdivisions (A)-(M) below (or the deductions prescribed 
for securities positions set forth in Appendix (A), 17 CFR 
240. 15c3-1a or, where appropriate, paragraph (f) of this 
section) of the market value of all securities, money market 
instruments or options in the proprietary or other accounts 
of the broker or dealer. 


Government Securities 


(A) In the case of a security issued or guaranteed as 
to principal or interest by the United States or any agency 
thereof, the applicable percentages of the market value of 
the net long or short position in each of the categories speci- 
fied below are: 


(7) less than 1 year to maturity — 0% 
(2) 1 ven but less than 3 years to maturity — 


(3) 3 years but less than 5 years to maturity — 
2% 
(4) Syears or more to maturity — 3% 


Municipals 


(B) In the case of any municipal security, as defined 
in section 3(a)(29) of the Securities Exchange Act of 1934, 
which is not traded flat or in default as to principal or inter- 
est, the applicable percentages of the market value on the 
greater of the long or short position in each of the cate- 
gories specified below are: 


(7) less than 1 year to maturity — 1% 

(2) 1-year but less than 2 years to maturity — 
2% 

(3) 2-years but less than 5 years to maturity — 
3% 

(4) 5Syears or more to maturity — 5% 


Canadian Debt Obligations 


(C) In the case of any security issued or uncondi- 
tionally guaranteed as to principal and interest by the 
Government of Canada, the percentages of market value to 
be deducted shall be the same as in (A) above. 


Certain Municipal Bond Trusts and Liquid Asset Funds 


(D) In the case of securities of an investment com- 
pany registered under the Investment Company Act of 1950, 
which assets are in the form of cash or securities or money 
market instruments which are described in subdivisions (A) - 
(C) above or (E) below, the deduction shall be 5 percent of 
the market value of the greater of the long or short position. 


Commercial Paper, Bankers Acceptances and Certificates of 
Deposit 


(E) In the case of any short-term promissory note 
or evidence of indebtedness which has a fixed rate of inter- 
est or is sold at a discount, and which has a maturity date at 
date of issuance not exceeding nine months exclusive of days 
of grace, or any renewal thereof, the maturity of which is 
likewise limited and is rated in one of the three highest cate- 
gories by at least two of the nationally recognized statistical 
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rating organizations, or in the case of any negotiable certifi- 
cates of deposit or bankers acceptance or similar type of 
instrument issued or guaranteed by any bank as defined in 
Section 3(a)(6) of the Securities Exchange Act of 1934, ne 
applicable percentage of the market value of the greater of 

the long or short position in each of the categories specified 
below are: 


(1) less than 30 days to maturity — 0% 
(2) 30 days but less than 91 days to maturity — 


1/8 of 1% 

(3) 91 days but less than 181 days to maturity 
1/4 of 1% 

(4) 181 days but less than 271 days to maturity 
3/8 of 1% 


(5) 271 days but less than 1 year to maturity — 
1/2 of 1%; and 

(6) with respect to any negotiable certificate of 
deposit or bankers acceptance or similar type of instrument 
issued or guaranteed by any bank, as defined above, having 
1 year or more to maturity, the deduction shall be on the 
greater of the long or short position and shall be the same 
percentage as that prescribed in subdivision (c)(2)(vi)(A) 
above. 


Nonconvertible Debt Securities 


(F) — In the case of nonconvertible debt securities having 
a fixed interest rate and fixed maturity date and which are 
not traded flat or in default as to principal or interest and 
which are rated in one of the four highest rating categories 
by at least two of the nationally recognized statistical rating 
organizations, the applicable percentages of the market value 
on the greater of the long or short position in each of the 
categories specified below are: 


(7) less than one year to maturity — 1%; 
(2) one year but less than two years to maturity - 


2% 

(3) two years but less than three years to matu- 
rity — 3% 

(4) three years but less than four years to matu- 
rity — 4% 

(5) four years but less than five years to matu- 
rity — 5%; and 


(6) five years or more to maturity — 7% 
Convertible Debt Securities 


(G) In the case of a debt security not in default which 
has a fixed rate of interest and a fixed maturity date and 
which is convertible into an equity security, the deductions 
shall be as follows: If the market value is 100% or more of 
the principal amount, the deduction shall be determined as 
specified in subdivision (J) below; if the market value is less 
than the principal amount, the deduction shall be deter- 
mined as specified in subdivision (F) above if such securities 
are rated as required by subdivision (F) above. 


Preferred Stock 


(H) In the case of cumulative, nonconvertible preferred 
stock ranking prior to all other classes of stock of the same 
issuer, which are not in arrears as to dividends, the deduc- 
tion shall be 20 percent of the market value of the greater 
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of the long or short position; 


: @:: Arbitrage Positions 


(1) In the case of each risk arbitrage transaction, the 
deduction shall be 30 percent (or such other percentage as 
required by this subdivision) on the long or equivalent short 
position, whichever has the greater market value. For the 
purposes of this subdivision (1), a “risk arbitrage transaction ”’ 
shall mean the sale (either when issued, when distributed or 
short) of securities involved in a pending merger, consolida- 
tion, transfer of assets, exchange offer, recapitalization or 
other similar transaction which has been publicly announced 
and has not been terminated, in connection with a previous 
or approximately simultaneous offsetting purchase of other 
securities which upon consummation of the transaction will 
result in the equivalent of the securities sold. 


All Other Securities 


(J) In the case of all securities, except those des- 
cribed in Appendix (A), 17 CFR 240.15c3-1a and where 
appropriate, paragraph (f) of this section, which are not in- 
cluded in any of the percentage categories enumerated in 
subdivisions (A)-(1) above or (K)(//) below, the deduction 
shall be 30 percent of the market value of the greater of the 
long or short position and to the extent the market value 
of the lesser of the long or short position exceeds 25 percent 
of the market value of the greater of the long or short posi- 
tion, there shall be a percentage deduction on such excess 
equal to 15 percent of the market value of such excess. Pro- 
vided, that no deduction need be made in the case of (7) a 
security which is convertible into or exchangeable for other 
securities within a period of 90 days, subject to no condi- 
tions other than the payment of money, and the other secu- 
rities into which such security is convertible or for which it 
is exchangeable, are short in the accounts of such broker or 
dealer or (2) a security which has been called for redemp- 
tion and which is redeemable within 90 days. 


Securities With A Limited Market 


(K) In the case of securities (other than exempted 
securities, nonconvertible debt securities, and cumulative 
nonconvertible preferred stock) which are not: (7) traded 
on a national securities exchange; (2) designated as ‘OTC 
Margin Stock” pursuant to Regulation T under the Secu- 
rities Exchange Act of 1934; (3) quoted on “NASDAQ”; 
or (4) redeemable shares of investment companies registered 
under the Investment Company Act of 1940, the deduction 
shall be as follows: 


(i) In the case where there are regular quota- 
tions in an inter-dealer quotations system for the securities 
by three or more independent market-makers (exclusive of 
the computing broker or dealer) and where each such quota- 
tion represents a bona fide offer to brokers or dealers to 
both buy and sel! in reasonable quantities at stated prices, 
or where a ready market as defined in subdivision (c)(11)}(ii) 
is deemed to exist, the deduction shall be determined in ac- 
cordance with subdivision (J) above; 


(ii) in the case where there are regular quota- 
tions in an inter-dealer quotations system for the securities 
by only one or two independent market-makers (exclusive 


of the computing broker or dealer) and where each such quo- 
tation represents a bona fide offer to brokers or dealers both 
to buy and Sell in reasonable quantities, at stated prices, the 
deduction on both the long and short position shall be 40%. 


(L) Where a broker or dealer demonstrates that there 
is sufficient liquidity for any securities long or short in the 
proprietary or other accounts of the broker or dealer which 
are subject to a deduction required by subdivision (K) above, 
such deduction, upon a proper showing to the Examining 
Authority for the broker or dealer, may be appropriately de- 
creased, but in no case shall such deduction be less than that 
prescribed in subdivision (J) above. 


Undue Concentration 


(M) In the case of money market instruments or secu- 
rities of a single class or series of an issuer, including any op- 
tion written, endorsed or held to purchase or sell securities 
of such a single class or series of an issuer (other than “ex 
empted securities’’), which are long or short in the proprie 
tary or other accounts of a broker or dealer, including secu 
rities which are collateral to secured demand notes defined 
in Appendix (D), 17 CFR 240.15c3-1d, for more than 11 
business days and which have a market value of more than 
10 percent of the “‘net capital’ of a broker or dealer before 
the application of subparagraph (c)(2)(vi) or Appendix (A), 
17 CFR 240.15c3-1a., there shall be an additional deduction 
from net worth and/or the Collateral Value for securities 
collateralizing a secured demand note defined in Appendix 
(D), 17 CFR 240.15c3-1d, equal to 50 percent of the per- 
centage deduction otherwise provided by this subparagraph 
(c)(2)(vi) or Appendix (A), 17 CFR 240.15c3-1a, on that 
portion of the securities position in excess of 10% of the 
“net capital’’ of the broker or dealer before the application 
of subparagraph (c)(2)(vi) and Appendix (A), 17 CFR 240. 
15c3-1a.. This provision shall apply notwithstanding any 
long or short position exemption provided for in subdivi- 
sions (1) or (J) of this subparagraph (except for long or 
short position exemptions arising out of the first proviso to 
subdivision (c)(2)(vi)(J)) and the deduction on any such 
exempted position shall be 15% of that portion of the secu- 
rities position in excess of 10% of net capital before the 
application of subparagraph (c)(2)(vi) and Appendix (A), 
17 CFR 240.15c3-1a. Provided, that such additional deduc 
tion shall be applied in the case of equity securities only on 
the market value in excess of $10,000 or the securities only 
on the market value in excess of $10,000 or the market 
value of 500 shares, whichever is greater, or $25,000 in the 
case of a debt security. Provided, further, that any spe- 
cialist which is subject to a deduction required by this sub 
division (M), respecting his specialty stock, who can demon- 
strate to the satisfaction of the Examining Authority for 
such broker or dealer that there is sufficient liquidity for 
such specialists’ specialty stock and that such deduction 
need not be applied in the public interest for the protection 
of investors, may upon a proper showing to such Examining 
Authority have such undue concentration deduction appro- 
priately decreased, but in no case shall the deduction pre 
scribed in subdivision (J) above be reduced. Each such Ex 
amining Authority shall make and preserve for a period of 
not less than 3 years a record of each application granted 
pursuant to this subdivision, which shall contain a summary 
of the justification for the granting of the application. 


Non-Marketable Securities 
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(vii) Deducting 100 percent of the carrying value 
in the case of securities in the proprietary or other accounts 
of the broker or dealer, for which there is no ready market, 
as defined in subparagraph (c)(11), and securities, in the 
proprietary or other accounts of the broker or dealer, which 
ccannot be publicly offered or sold because of statutory, 
regulatory or contractual arrangements or other restrictions. 


Open Contractual Commitments 


(viii) Deducting, in the case of a broker or dealer 
who has open contractual commitments (other than those 
option positions subject to Appendix (A), 17 CFR 240.15c 
3-1a), the respective deductions as specified in subdivision 
(c)(2)(vi) of this paragraph or Appendix (B), 17 CFR 240. 
15c3-1b, from the value (which shall be the market value 
whenever there is a market) of each net long and each net 
short position contemplated by any open contractual com- 
mitment in the proprietary or other accounts of the broker 
or dealer. In the case of a broker or dealer electing to oper- 
ate pursuant to paragraph (f) of this section, the percentage 
deduction for contractual commitments in those securities 
which are treated in subdivision (f)(3)(ii) shall be 30%. Pro 
vided, that the deduction with respect to any single commit- 
ment shall be reduced by the unrealized profit, in an a- 
mount not greater than the deduction provided for by this 
section (or increased by the unrealized loss), in such commit 
ment, and that in no event shall an unrealized profit on any 
closed transactions Operate to increase net capital. 


Aged Fails to Deliver 


(ix) Deducting from the contract value of each 
failed to deliver contract which is outstanding 11 business 
days or longer the percentages of the market value of the 
underlying security which would be required by application 
of the deduction required by subparagraph (c)(2)(vi) or, 
where appropriate, paragraph (f) of this section. Provided, 
that such deduction shall be increased by any excess of the 
contract price of the fail to deliver over the market value of 


the underlying security or reduced by any excess of the mar- 


ket value of the underlying security over the contract value 
of the fail but not to exceed the amount of such deduc- 
tion. Provided, however, that until January 1, 1977 the de 
duction provided for herein shall be applied only to those 
fail to deliver contracts which are outstanding 15 business 
days or longer. 


Brokers or Dealers Carrying Accounts of Option Specialists 


(x) With respect to any transactions in options 
listed on a registered national securities exchange or facility 
of a registered national securities association for which a 
broker or dealer acts as a guarantor, endorser, or carrying 
broker or dealer for options purchased or written by a spe 
Cialist not subject to the provisions of this section, such bro- 
ker or dealer shall adjust its net capitai by deducting, for 
each class of option contracts in which such specialist is a 
market-maker, an amount equal! to 130 percent of the mar 
ket value of each option contract in a short position. Pro- 
vided, however, in the case of long and short positions in 
option contracts for the same underlying security the de- 
duction shall be the greater of (A) 30 percent of the market 
value of such long positions or (B) 130 percent of the mar- 
ket value of the short positions less 70 percent of the mar- 
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ket value of the long positions, less the amount of any equity 
as defined in paragraph (c)(13) in such specialist’s accoun 
Provided, that in no event shall this provision result in in 
creasing the net capital of such guarantor, endorser, or ca 
ing broker or dealer. 





Registered Traders in Options 


(xi) With respect to any broker or dealer who 
acts as a guarantor, endorser, or carrying broker or dealer 
for any registered trader who does not transact a business in 
securities with other than members, brokers, or dealers and 
who is subject to the provisions of this section, who has con 
tinuing market responsibilities for transactions in options 
listed on a registered national securities exchange or facility 
of a registered national securities association, deducting, for 
all options listed on the exchange or facility on which he has 
pursuant to the rules of that exchange or facility continuing 
market responsibilities, 130 percent of the market value of 
each option contract in a short position. Provided, however, 
in the case of long and short positions in option contracts 
for the same underlying security, the deduction shall be the 
greater of (A) 30 percent of the market value of such long 
positions or (B) 130 percent of the market value of short 
positions less 70 percent of the market value of long posi- 
tions, less the amount of any equity as defined in paragraph 
{c)(13) in such registered traders account. Provided, further 
that in no event shall this provision result in increasing the 
net capital of such guarantor, endorser, or carrying broker 
or dealer. 


Deduction From Net Worth for Certain Undermargined Ac- 
counts 


(xii) Deducting the amount of cash required in 
each customer’s or non-customer’s account to meet the 
maintenance margin requirements of the Examining Au- 
thority for the broker or dealer, after application of calls 
for margin, marks to the market or other required deposits 
which are outstanding 5 business days or less. 


Deduction From Net Worth for Indebtedness Collateralized 
by Exempted Securities 





(xiii) Deducting, at the option of the broker or 
dealer, in lieu of including such amounts in aggregate in- 
debtedness, 4 percent of the amount of any indebtedness 
secured by exempted securities not carried long in the pro- 
prietary or other accounts of the broker or dealer or repre 
senting exempted securities failed to deliver. 


Exempted Securities 


(3) The term ‘exempted securities’’ shall mean 
those securities deemed exempted securities by Section 3(a) 
(12) of the Securities Exchange Act of 1934 and rules there 
under. 


Contractual Commitments 


(4) The term ‘‘contractual commitments” shall 
include underwriting, when issues, when distributed and de 
layed delivery contracts, the writing or endorsement of puts 
and calls and combinations thereof, commitments in foreig 
currencies, and spot (cash) commodities contracts, but shall 

















not include uncleared regular way purchases and sales of 
securities and contracts in commodities futures. A series of 
contracts of purchase or sale of the same security condi- 
tioned, if at all, only upon issuance may be treated as an in- 
dividual commitment. 





Adequately Secured 


(5) Indebtedness shall be deemed to be adequately 
secured within the meaning of this section when the excess 
of the market value of the collateral over the amount of the 
indebtedness is sufficient to make the loan acceptable as a 
fully secured loan to banks regularly making secured loans 
to brokers or dealers. 


Customer 


(6) The term “customer” shall mean any person 
from whom, or on whose behalf, a broker or dealer has re- 
ceived, acquired or holds funds or securities for the account 
of such person, but shall not include a broker or dealer, or a 
general, special or limited partner or director or officer of 
the broker or dealer, or any person to the extent that such 
person has a claim for property or funds which by contract, 
agreement or understanding, or by operation of law, is part 
of the capital of the broker or dealer or is subordinated to 
the claims of creditors of the broker or dealer. Provided, 
however, that the term “customer” shall also include a bro- 
ker or dealer, but only insofar as such broker or dealer main- 
tains a special omnibus account carried with another broker 
or dealer in compliance with 12 CFR 220.4(b) of Regulation 
T under the Securities Exchange Act of 1934. 


Non-Customer 


(7) The term “‘non-customer” means a broker or 
dealer, general partner, limited partner, officer, director and 
persons to the extent their claims are subordinated to the 
claims of creditors of the broker or dealer. 





Market Maker 


(8) The term “market maker” shall mean a dealer 
who, with respect to a particular security, (i) regularly pub- 
lishes bona fide, competitive bid and offer quotations in a 
recognized inter-dealer quotation system; or (ii) furnishes 
bona fide competitive bid and offer quotations on request; 


and, (iii) is ready, willing and able to effect transactions in 
reasonable quantities at his quoted prices with other brokers 
or dealers. 


Promptly Transmit and Deliver 


(9) 
mit” all funds and to “promptly deliver” all securities with- 
in the meaning of subparagraphs (a)(2)(v) and (a)(3) of this 
section where such transmission or delivery is made no later 
than noon of the next business day after the receipt of such 
funds or securities, provided, however, that such prompt 
transmission or delivery shall not be required to be effected 
prior to the settlement date for such transactions. 








Forward and Promptly Forward 





(10) A broker or dealer is deemed to “forward” or 





A broker or dealer is deemed to ‘promptly trans 





“promptly forward” funds or securities within the meaning 
of subdivisions (i) through (vi) of subparagraph (a)(2) only 
when such forwarding occurs no later than noon of the next 
business day following receipt of such funds or securities. 


Ready Market 


(11)(i) The term ‘ready market’ shall include a recog 
nized established securities market in which there exists in 
dependent bona fide offers to buy and sell so that a price 
reasonably related to the last sales price or current bona 
fide competitive bid and offer quotations can be determined 
for a particular security almost instantaneously and where 
payment will be received in settlement of a sale at such 
price within a relatively short time conforming to trade 
custom. 


(ii) A “ready market” shall also be deemed to exist 
where securities have been accepted as collateral for a loan 
by a bank as defined in Section 3(a)(6) of the Securities Ex 
change Act of 1934 and where the broker or dealer demon 
strates to its Examining Authority, that such securities ade 
quately secure such loans as that term is defined in subpara 
graph (c)(5) of this section 


Examining Authority 


(c)(12) The term “Examining Authority” of a 
broker or dealer shall mean for the purposes of 17 CFR 240. 
15c3-1 and 240.15c3-1a-d the national securities exchange 
or national securities association of which the broker or 
dealer is a member or, if the broker or dealer is a member 
of more than one such self-regulatory organization, the or 
ganization designated by the Commission as the Examining 
Authority for such broker or dealer, or if the broker or deal 
er is not a member of any such self-regulatory organization, 
the Regional Office of the Commission where such broker 
or dealer has its principal place of business. 


Equity 


(c)(13) For purposes of subparagraphs (c)(2)(x) 
and (xi), equity shall be computed by adding the credit bal 
ance (if any) in the account to the current market value of 
all securities (including listed options) carried long in the ac 
counts specified in subparagraphs (c)(2)(x) and (xi) and de 
ducting the debit balance (if any) in the account and the 
current market value of all securities (including listed op 
tions) carried short in such accounts. 


Debt-Equity Requirements 


(d) No broker or dealer shall permit the total 
of outstanding principal amounts of its satisfactory subordi 
nation agreements (other than such agreements which quali- 
fy under this paragraph (d) as equity capital) to exceed 70 
percent of its debt-equity total, as hereinafter defined, tor a 
period in excess of 90 days or for such longer period which 
the Commission may, upon application of the broker or 
dealer, grant in the public interest or for the protection of 
investors. In the case of a corporation, the debt-equity total 
shall be the sum of its outstanding principal amounts of satis 
factory subordination agreements, par or stated value of 
capital stock, paid in capital in excess of par, retained earn- 
ings, unrealized profit and loss or other capital accounts. In 
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the case of a partnership, the debt-equity total shall be the the provisions of 17 CFR 240.15c3-3 under the Securities 
sum of its outstanding principal amounts of satisfactory sub- Exchange Act of 1934 pursuant to subparagraph (k)(1) or 
ordination agreements, capital accounts of partners (exclu- (k)(2)(i) may elect not to be subject to the limitations of & 
sive of such partners’ securities accounts) subject to the pro- paragraph (a) of this section respecting aggregate indebted- 
visions of paragraph (e) of this section, and unrealized profit "ess as defined in subparagraph (c)(1) of this section and 

and loss. In the case of a sole proprietorship, the debt-equity certain deductions provided for in subparagraph (c)(2) of 





total shall include the sum of its outstanding principal a- this section. Provided, that in order to qualify to operate 
mounts of satisfactory subordination agreements, capital under this paragraph (f), such broker or dealer shall at all 
accounts of the sole proprietorship and unrealized profit times maintain net capital equal to the greater of $100,000 
and loss. Provided, however, that a satisfactory subordina- or 4 percent of aggregate debit items computed in accord- 
tion agreement entered into by a partner or stockholder ance with the Formula for Determination of Reserve Re- 


which has an initial term of at least three years and has are- quirements for Brokers and Dealers (Exhibit A to Rule 
maining term of not less than 12 months shall be considered 15¢3-3, 17 CFR 240.15c3-3a) and shall notify, the Examin- 


equity for the purposes of this paragraph (d) if: (1) itdoes ing Authority for such broker or dealer and the Regional Of- ‘ 
not have any of the provisions for accelerated maturity pro- fice of the Commission in which the broker or dealer has its 9 
vided for by subparagraphs (b)(9)(i), (b)(10)(i) or (B)(10)(ii) Principal place of business, in writing of its election to oper- o 
of Appendix (D), 17 CFR 240.15c3-1d, and is maintained as ate under this provision. Once a broker or dealer has deter- th 
capital subject to the provisions restricting the withdrawal mined to operate pursuant to the provisions of this para- di 
thereof required by paragraph (e) of this section or (2) the graph (f), he shall continue to do so unless a change in such “ 
partnership agreement provides that capital contributed pur- _e!ection is approved upon application to the Commission. 
suant to a satisfactory subordination agreement as defined U 
in Appendix (D), 17 CFR 240.15c3-1d, shall in all respects ___ (2) _In the case of a broker or dealer who has 
be partnership capital subject to the provisions restricting consolidated a subsidiary pursuant to Appendix (C), 17 CFR 
the withdrawal thereof required by paragraph (e) of this sec- 240.15c3-1c, such broker's or dealer’s minimum net capital 
tion. requirements shall be the sum of the greater of $100,000 
or 4 percent of the parent broker’s or dealer’s aggregate * 
Limitation on Withdrawal of Equity Capital debit items computed in accordance with 17 CFR 240.15c3- r 
3a and the total of each consolidated broker or dealer sub- 
(e) No equity capital of the broker or dealer or sidiary’s minimum net capital requirements. The minimum a 
a subsidiary or affiliate consolidated pursuant to Appendix “et Capital requirements of a subsidiary electing to operate 
(C), 17 CFR 240.15c3-1c, whether in the form of capital pursuant to paragraph (f) of this section shall be the greater 4 
contributions by partners (excluding securities in the secu- of $100,000 or 4 percent of its aggregate debit items com- it 
rities accounts of partners and balances in limited partners’ puted in accordance with 17 CFR 240.15c3-3a. Where the : 
capital accounts in excess of their stated capital contribu- subsidiary which has been consolidated has not elected to t : 
tions), par or stated value of capital stock, paid-in capital in PeFate pursuant to paragraph (f), its minimum net capital b 
excess of par, retained earnings or other capital accounts, requirement is the greater of its requirements under para- 
may be withdrawn by action of a stockholder or partner, graph (a) of this section or 6-2/3 percent of its aggregate in- : 


or by redemption or repurchase of shares of stock by any of debtedness. (i 


the consolidated entities or through the payment of divi- : 
dends or any similar distribution, nor may any unsecured _(3) A broker or dealer electing to operate pur- di 
advance or loan be made to a stockholder, partner, sole pro-  SUaNt to this paragraph (f) shall be subject to the deductions 
prietor or employee if, after giving effect thereto and to any _S¢t forth in subparagraph (c)(2) of this section, except that 





other such withdrawals, advances or loans and any Payments _he shall not be subject to the deductions required by sub- - 
of Payment Obligations (as defined in Appendix (D), 17 paragraphs (c)(2)(vi)(G), (c)(2)(vi)(J), (c)(2)(vi)(K)(i), and . 
CFR 240.15c3-1d) under satisfactory subordination agree- (c)(2)(vi)(M) and shall in lieu thereof deduct the following in 
ments which are scheduled to occur within six months fol- amounts under subparagraph (c)(2) in its computation of 
lowing such withdrawal, advance or loan, either aggregate net capital: st 
indebtedness of any of the consolidated entities exceeds ’ ols m 
1000 percentum of its net capital or its net capital would Convertible Debt Securities ye 
fail to equal 120 percentum of the minimum dollar amount ti 
required thereby or would be less than 7 percent of aggre- (i) In the case of a debt security not in default a 
gate debit items computed in accordance with 17 CFR 240. _ which has a fixed rate of interest and a fixed maturity date | - 
15c3-3a, or in the case of any broker or dealer included and which is convertible into an equity security, the deduc- | tk 
within such consolidation if the total outstanding principal tion shall be as follows: If the market value is 100 percent | tt 
amounts of satisfactory subordination agreements of the or more of its principal amount, the deduction shall be de- ei 
broker or dealer (other than such agreements which qualify termined as specified in (ii) below; if the market value is less tt 
as equity under paragraph (d) of this section) would exceed than its principal amount the deduction shall be determined q 
70 percent of the debt-equity total as defined in paragraph as in subdivision (c)(2)(vi)(F) of this section if such securities di 
(d). Provided, that this provision shall not preclude a bro- are rated as required by subdivision (c)(2)(vi)(F); p 
ker or dealer from making required tax payments or preclude on E 
the payment to partners of reasonable compensation. Other Securities ti 
Alternative Net Capital Requirement (ii) In the case of all securities, except as pro- : 
vided in Appendix (A), 17 CFR 240.15c3-1a, which are not - 

(f) (1) A broker or dealer who is not exempt from included in any of the percentage categories specifically 9 
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enumerated in subdivisions (A)-(H) or (K){ii) of subpara- 
graph (c)(2)(vi) of this section, the deduction shall be 15 


We percent of the market value of the long positions. To the 


extent the market value of short positions exceeds 25 per- 
cent of the market value of long positions, there shall be a 
percentage deduction equal to 30 percent of the market 
value of such excess. Provided, that no deduction need be 
made in the case of (A) a security which is convertible into 
or exchangeable for other securities within a period of 90 
days, subject to no conditions other than the payment of 
money, and the other securities into which such security is 
convertible or for which it is exchangeable are short in the 
account of such broker or dealer or (B) a security which has 
been called for redemption and which is redeemable within 
90 days. Provided, further, that at the option of the broker 
or dealer, securities described in subdivision (c)(2)(vi)(1) of 
this section may be included in the computation of the de- 
ductions under this subdivision (f)(3)(ii) if a lesser deduction 
would result. 


Undue Concentrations 


(iii) In the case of money market instruments, or 
securities of a single class or series of an issuer, including 
any option written, endorsed or held to purchase or sell se- 
curities of such a single class or series of an issuer, (other 
than “exempted securities’’) and securities underwritten (in 
which case the deduction provided for herein shall be ap- 
plied after 11 business days) which are long or short in the 
proprietary or other accounts of a broker or dealer and which 
have a market value of more than 10 percent of the “net cap- 
ital’ of a broker or dealer before the application of subpara- 
graphs (c)(2)(vi), (f)(3) or Appendix (A), 17 CFR 240.15c3- 
1a, there shall be an additional deduction from net worth 
equal to 50 percent of the percentage deduction otherwise 
provided by this section or Appendix (A), 17 CFR 240.15c3- 
1a (in the case of securities described in subparagraph (f)(3) 
(i) which receive a 30% deduction or securities described in 
subparagraph (f)(3)(ii) the deduction required by this sub- 
division (f)(3)(iii) shall be 15%) on that portion of the secu- 
rities position in excess of 10 percent of the ‘‘net capital”’ 
of the broker or dealer before the application of subpara- 
graphs (c)(2)(vi), (f)(3)(i) and (ii) and Appendix (A), 17 
CFR 240.15c3-1a. This provision shall apply notwithstand- 
ing any long or short position exemption provided for in 
subparagraphs (c)(2)(vi)(1) or (f)(3)(ii) (except for a long or 
short position exemption arising out of the first proviso to 
subparagraph (f)(3)(ii)) and the deduction on any such ex- 
emption position shall be 15% of that portion of the posi- 
tion in excess of 10% of net capital before the application 
of subparagraph (c)(2)(vi), subparagraphs (f)(3)(i) and (ii) 


and Appendix (A), 17 CFR 240.15c3-1a. Provided, however, 


that any specialist who is subject to a deduction required by 
this subdivision (f)(3)(iii) respecting his specialty stock, who 
can demonstrate to the satisfaction of the Examining Au- 
thority for such broker or dealer that there is sufficient li- 
quidity for such specialist's specialty stock and that such de- 
duction need not be applied in the public interest for the 
protection of investors may on a proper showing to such 
Examining Authority have such undue concentration deduc- 
tion appropriately decreased but in no case shall the deduc- 
tion prescribed in subdivision (f)(3)(ii) above be reduced. 
Each such Examining Authority shall make and preserve for 
a period of not less than 3 years a record of each appiication 
granted pursuant to this subdivision, which shall contain a 





summary of the justification for the granting of the applica- 
tion. 


(4) In the case of any deductions for open contrac- 
tual commitments provided for in subparagraph (c)(2) (viii) 
of this section, the deduction for securities which are des- 
cribed in subparagraph (f)(2)(ii) shall be 30 percent. 


(5) In addition to the foregoing, brokers or dealers 
electing this alternative shall: 


(i) make the computation required by 17 CFR 240. 
15c3-3(e) and set forth in Exhibit A, 17 CFR 240.15c3-3a, 
on a weekly basis and, in lieu of the 1 percent reduction of 
certain debit items required by Note B(2) in the computa- 
tion of their Exhibit A requirement, reduce aggregate debit 
items in such computation by 3 percent; 


(ii) include in Items 7 and 8 of Exhibit A, 17 CFR 
240.15c3-3a, the market value of items specified therein 
over 7 business days old; 


(iii) exclude credit balances in accounts representing 
amounts payable for securities not yet received from the is 
suer or its agent which securities are specified in subdivision 
(c)(2)(vi)(A) and (E) of this section and any related debit 
items from the Exhibit A requirement for three business 
days. 


Transitional Provisions 


g(1) On September 1, 1975 the provisions of para 
graph (a) of this section and Appendix D (17 CFR 240.15c 
3-1d) shall be applicable to all brokers or dealers subject to 
the provisions of this section; provided, however, that until 
no later than January 1, 1976 the computation of aggregate 
indebtedness and net capital may continue to be computed 
pursuant to the respective capital rules to which the broker 
or dealer was subject prior to September 1, 1975. 


(2) Each Examining Authority shall file with the 
Commission no later than July 31, 1975 a plan providing 
for the transition to the provisions of subparagraphs (c)(1) 
and (c)(2), paragraphs (d), (e) and (f) of this section and Ap- 
pendices A, B and C (17 CFR 240.15c3-1a, 240.15c3-1b, 
and 240.15c3-1c) for those brokers or dealers for which it 
is the Examining Authority. Such plan shall set forth the 
steps such Examining Authority will be required to take (in 
cluding but not limited to modifications of reporting and 
surveillance requirements and the education of both exami- 
ners and broker-dealers) in order to provide for the orderly 
transition to all provisions of this section and Appendices 
A-D (17 CFR 240.15c3-1a, 240.15c3-1b, 240.15c3-1c and 
240.15c3-1d) no later than January 1, 1976 and such Exa- 
mining Authority’s program for accomplishing those steps. 


Appendix A to Rule 15c3-1, 17 CFR 240.15c3-1a 
Options 
Certain Definitions 
(a)(1) The term “‘listed option” shall mean any option 


traded on a registered national securities exchange or facility 
of a registered national securities association. 
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(2) The term “unlisted option” shall mean any option 
not traded on a registered national securities exchange or 
facility of a registered national securities association. 


Certain Adjustments to Net Worth For Listed Options Be- 
fore Computing the Deductions Specified in (c) Below 


(b) (1) The market value of short positions in listed 
options shall be added to net worth and the market value of 
any long positions in listed options, which relate to long or 
short securities positions or short positions in listed options, 
shall be deducted from net worth, and; 


(2) the amount by which the market value of a 
short security position, which is related to a long listed call, 
exceeds the exercise value of such long call, or the amount 
by which the exercise value of a long listed put, which is re 
lated to a long security position, exceeds the market value of 
the long security, shall be added to net worth, and; 


(3) the amount by which the market value of 
the underlying security would exceed the exercise value of 
the short listed call, or the amount by which the exercise 
value of a short listed put exceeds the market value of the 
underlying security, shall be deducted from net worth. 


Deductions From Net Worth for Uncovered Options and 
Securities Positions in Which the Broker or Dealer Has Off- 
setting Option Positions 


(c) Every broker or dealer shall in computing net capi 
tal pursuant to 17 CFR 240.15c3-1 deduct from net worth 
the percentages of all securities positions or options in the 
proprietary or other accounts of the broker or dealer speci 
fied below. However, where computing the deductions re- 
quired for a security position as if the security position had 
no related option position and positions in options as if un 
covered would result in a lesser deduction from net worth, 
the broker or dealer may compute such deductions separately. 


Uneovered Calls 


(1) Where a broker or dealer is short a call, de- 
ducting, after the adjustment provided for in paragraph (b) 
of this Appendix (A), 30 percent (or such other percentage 
required by subdivisions (A)-(K) of subparagraph (c)(2) (vi) 
of 17 CFR 240.15c3-1) of the current market value of the 
security underlying such option reduced by any excess of 
the exercise value of the call over the current market value 
of the underlying security. Provided, that in no event 
shall the deduction provided by this subparagraph be less 
than $250 for each option contract for 100 shares. 


Uncovered Puts 


(2) Where a broker or dealer is short a put, de 
ducting, after the adjustment provided for in paragraph (b) 
of this Appendix (A), 30 percent (or such other percentage 
required by subdivisions (A)-(K) of subparagraph (c)(2)(vi) 
of 17 CFR 240.15c3-1) of the current market value of the 
security underlying the option reduced by any excess of the 
market value of the underlying security over the exercise 
value of the put. Provided, that in no event shall the deduc 
tion provided by this subparagraph be less than $250 for 
each option contract for 100 shares. 
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Covered Calls 


(3) Where a broker or dealer is short a call and ¢ 
long equivalent units of the underlying security, deducting, 
after the adjustments provided for in paragraph (b) of this 
Appendix {A), 30 percent (or such other percentage required 
by subdivisions (A)-(K) of subparagraph (c)(2)(vi) of 17 CFR 
240.15c3-1 or 15 percent where a broker or dealer operates 
pursuant to paragraph (f) of 17 CFR 240.15c3-1) of the 
current market value of the underlying security reduced by 
any excess of the current market value of the underlying 
security over the exercise value of the call. Provided, that 
no such reduction shall have the effect of increasing net 
capital. 


Covered Puts 


(4) Where a broker or dealer is short a put and 
short equivalent units of the underlying security, deducting 
after the adjustment provided for in paragraph (b) of this 
Appendix (A), 30 percent or such other percentage required 
by subdivisions (A)-(K) of subparagraph (c)(2)(vi) of 17 
CFR 240.15c3-1) of the current market value of the under 
lying security reduced by any excess of the exercise value 
of the put over the market value of the underlying security. 
Provided, that no such reduction shall have the effect of in 
creasing net capital. 


Conversion Accounts 


(5) Where a broker or dealer is long equivalent 
units of the underlying security, long an unlisted put written 
or endorsed by a broker or dealer and short an unlisted call 
in his proprietary or other accounts, deducting 10 percent 
(or 50 percent of such other percentage required by subdivi- 
sions (A)-(K) of subparagraph (c)(2)(vi) of 17 CFR 240.15c 
3-1 or 5 percent where a broker or dealer operates pursuant 
to paragraph (f) of 17 CFR 240.15c3-1) of the market value 
of the underlying security. 


(6) Where a broker or dealer is short equivalent 
units of the underlying security, long an unlisted call written 
or endorsed by a broker or dealer and short an unlisted put 
in his proprietary or other accounts, deducting 10 percent 
{or 50 percent of such other percentage required by subdivi 
sions (A)-(K) of subparagraph (c)(2)(vi) of 17 CFR 240.15c 
3-1) of the market value of the underlying security. 


Long Over-the-Counter Options 


(7) Where a broker or dealer is long an unlisted 
put or cal! endorsed or written by a broker or dealer, de- 
ducting 30 percent (or such other percentage required by 
subdivisions (A-K) of subparagraph (c)(2)(vi) of 17 CFR 240 





15c3-1 or 15 percent where a broker or dealer operates pur- 
suant to paragraph (f) of 17 CFR 240.15c3-1) of the market 
value of the underlying security, not to exceed any value at- 
tributed to such option in paragraph (c)(2)(i) of 17 CFR 
240.15c3-1. 


Listed Options 
(8) Where a broker or dealer is long listed optiong 


and there is no offsetting security position, deducting 30 
percent of the market value of any net long positions in op- 
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tions in the same underlying security, with the same exercise 
price and the same expiration date. Where a broker or deal- 
er has a net short position in an option in the same under- 
lying security, with the same exercise price and the same ex- 
piration date and for which the broker or dealer does not 
have a related position in the underlying security or an op- 
tion position otherwise provided for in this Appendix (A), 
the deduction shall be determined as provided in subpara- 
graph (c)(1) or (2) of this Appendix (A). 


Certain Security Positions With Offsetting Options 


(9) Where a broker or dealer is long a security 
for which he is also long a listed put (such broker or dealer 
may in addition be short a call), deducting, after the adjust- 
ments provided in paragraph (b) of this Appendix (A), 30 
percent (15 percent in the case of a broker or dealer oper- 
ating pursuant to paragraph (f) of 17 CFR 240.15c3-1) of 
the market value of the long security position not to exceed 
the amount by which the market value of equivalent units 
of the long security position exceeds the exercise value of 
the put. Provided, that if the exercise value of the put is 
equal to or exceeds the market value of equivalent units of 
the long security position, no percentage deduction shall be 
applied. 


(10) Where a broker or dealer is short a security 
for which he is also long a listed call (such broker or dealer 
may in addition be short a put), deducting, after the adjust- 
ments provided in paragraph (b) of this Appendix (A), 30 
percent of the market value of the short security position 
not to exceed the amount by which the exercise value of 
the long call exceeds the market value of equivalent units of 
the short security position. Provided, that if the exercise 
value of the call is less than or equal to the market value of 
equivalent units of the short security position no percentage 
deduction shall be applied. 


Certain Spread Positions 


(11) Where a broker or dealer is short a listed call 
and is also long a listed call in the same class of option con- 
tracts and the long option expires on the same date as or 
subsequent to the short option, the deduction, after the ad- 
justments required in paragraph (b) of this Appendix (A), 
shall be the amount by which the exercise value of the long 
call exceeds the exercise value of the short call. Provided, 
that if the exercise value of the long call is less than or equal 
to the exercise value of the short call, no deduction is re- 
quired. 


(12) Where a broker or dealer is short a listed put 
and is also long a listed put in the same class of option con- 
tracts and the long option expires on the same date as or 
subsequent to the short option, the deduction, after the ad- 
justments required in paragraph (b) of this Appendix (A), 
shall be the amount by which the exercise value of the short 
put exceeds the exercise value of the long put. Provided, 
that if the exercise value of the long put is equal to or great- 
er than the exercise value of the short put, no deduction is 
required. 


Appendix B to Rule 15c3-1, 17 CFR 240.15c3-1b 


Deductions From Net Worth for Certain Commodities Trans- 
actions 








(a) 


Every boroker or dealer in computing net capital pursu- 
ant to 17 CFR 240.15c3-1 shall: 


(1) Deduct 30 percent of the market value of all 
“long” and all “short” future commodity contracts (other 
than those contracts representing spreads and straddles in 
the same comm odity and those offsetting or hedging any 
“spot” commodity positions) carried in the proprietary or 
other accounts of the broker or dealer. 


(2) Deduct 30 percent of the market value of spot 
commodities long or short in the proprietary or other ac- 
counts of the broker or dealer and in customers’ and non- 
customers’ account's liquidating to a deficit. Provided, that 
the deduction shall be 10 percent of the market value of the 
spot commodities tid the extent they are hedged by future 
commodity contrac ts or forward spot commodity contracts 
in the same commodciity. 


(3) Deduct, .after application of calls for margin, 
marks to market or o ther required deposits outstanding 5 
business days or less, the totai of credit iines granted by the 
broker or dealer in “trade” accounts with net long positions 
or in “‘trade’’ accounts: with net short positions, whichever 
is greater, plus any credit lines granted on open commodity 
contracts in “trade” accounts with no net long or net short 
position. In computing the credit line granted in the case of 
each account, deduct tite amount of the equity or deficit 
therein. Provided, that any deficit is deducted under other 
provisions of 17 CFR 2410.15c3-1. For purposes of this sub- 
division ‘,trade”’ accounts shall mean an account for a busi- 
ness entity which regular.!y is engaged in the importing or 
processing of the commociity or the by-products thereof for 
which the credit line is gra nted. 


(4) Deduct the total amount by which the daily 
limit fluctuation of all future commodity contracts carried 
for a customer’s and non-cu'stomer’s account or accounts 
controlled by such persons :2xceeds 15 percent of the debt- 
equity total of the broker oi dealer as defined in paragraph 
(d) of 17 CFR 240.15c3-1. \Contracts in each customer's 
or non-customer’s account re presenting purchases and sales 
of a like amount of the same .commodity in the same market 
may be eliminated. The daily limit fluctuations for future 
contracts effected in foreign markets are to be considered 
the same as if such contracts hiad been effected in a domes- 
tic market. 


(5) Deduct exclusive of liquidating deficits deducted 
under other provisions of 17 CF R 240.15c3-1, the amount of 
cash required to provide margin .on all future commodity 
contracts in customer's and non-customer’s accounts equal 
to the amount necessary, after application of calls for margin, 
marks to market or other requirec! deposits which are out- 
standing 5 business days or less, tc) restore the original mar- 
gin required by the relevant comm odity exchange, or the 
clearing house requirement, per co ntract, if the commodity 
exchange has no original margin rec quirement, when the ori- 
ginal margin has been depleted by £10 percent. 


(6) Deduct the amount of c ash required to provide 
margin equal to 20 percent of the m.arket value in each 
customer's and non-customer’s account with equity, after 
application of calls for margin, marks to market or other re- 
quired deposits outstanding 5 busines: s days or less, when 
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such account contains spot commodity positions, evidenced 
by warehouse receipts issued by a warehouse licensed by a 
commodity exchange, which are the result of a future con- 
tract tendered through an exchange within the last 90 days, 
and are not hedged by future contracts in the same com- 
modity. 


(7) Deduct the amount of cash required to provide 
margin equal to 10 percent of the market value in each cus- 
tomer’s or non-customer’s combined account with equity, 
after application of calls for margin, mar ks to the market or 
other required deposits outstanding 5 biusiness days or less, 
when such account contains spot commodity positions evi- 
denced by warehouse receipts issued b'y a warehouse li- 
censed by a commodity exchange, which are the result of a 
future contract tendered through an exchange within the last 
90 days and are hedged by future contracts in the same com- 
modity. 


(8) Deduct an amount equal ‘to 1/2 percent of the 
market value of the total long or total short futures con- 
tracts (other than those contracts ref»resenting spreads or 
straddles in the same commodity anti those contracts off- 
setting or hedging any ‘‘spot’ comm odity positions) in each 
commodity, whichever is greater, cairried for all customers 
and non-customers. 


(9) Deduct the debit balancze in each customer's spot 
(cash) commodity account (i) other than the result of a ten- 
der made on a futures contract witthin the past 90 days and 
(ii) not evidenced by warehouse rezceipts issued by a ware- 
house licensed by a commodity e xchange. 


Appendix C to Rule 15c3-1, 17 ‘CFR 240.15c3-1c Consoli- 
dated Computations of Net Cap ital and Aggregate Indebted- 
ness for Certain Subsidiaries anci Affiliates 


Flow Through Capital Benefits 


(a) Every broker or dealer in computing its net capi- 
tal and aggregate indebtedness, pursuant to 17 CFR 240.15c 
3-1 shall, subject to the provisions of paragraphs (b) and (d) 
of this Appendix, consolidate: in a single computation assets 
and liabilities of any subsidiary or affiliate for which it guar- 
antees, endorses or assumes ‘directly or indirectly the obliga- 
tions or liabilities. The asse ts and liabilities of a subsidiary 
or affiliate whose liabilities and obligations have not been 
guaranteed, endorsed, or as sumed directly or indirectly by 
the broker or dealer, may <ilso be so consolidated if an opin- 
ion of counsel is obtained as provided for in paragraph (b) 
below. 


Required Counsel Opinio ns 


(b) (1) _ If the tconsolidation, provided for in (a) 
above, of any such subsi diary or affiliate results in the in- 
crease of the broker's or dealer's net capital and/or de- 
crease in the broker's or dealer’s ratio of aggregate indebted- 
ness to net capital or in creases the broker's or dealer’s net 
capital and/or decreases the minimum net capital require- 
ment called for by sub’ paragraph (f)(1) of 17 CFR 240.15c3 
-3 and an opinion of c ounsel called for in subparagraph (b) 
(2) has not been obta’ ined, such benefits shall not be recog- 
nized in the broker’s or dealer’s computation required by 
this section. 
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(2) Except as provided for in paragraph (b)(1) 
above, consolidation shall be permitted with respect to any 
subsidiaries or affiliates which are majority owned and con- 
trolled by the broker or dealer for which the broker or deal- — 
er can demonstrate to the satisfaction of the Commission, 
through the Examining Authority, by an opinion of counsel 
that the net asset values, or the portion thereof related to 
the parent's ownership interest in the subsidiary or affiliate 
may be caused by the broker or dealer or a trustee appointed 
pursuant to the Securities Investor Protection Act of 1970 
or otherwise, to be distributed to the broker or dealer with- 
in 30 calendar days. Such opinion shall also set forth the 
actions necessary to cause such a distribution to be made, 
identify the parties having the authority to take such ac- 
tions, identify and describe the rights of other parties or 
classes of parties, including but not limited to customers, 
general creditors, subordinated lenders, minority sharehold- 
ers, employees, litigants and governmental or regulatory au- 
thorities, who may delay or prevent such a distribution and 
such other assurances as the Commission or the Examining 
authority by rule or interpretation may require. Such opin- 
ion shall be current and periodically renewed in connection 
with the broker's or dealer’s annual audit pursuant to 17 
CFR 240.17a-5 under the Securities Exchange Act of 1934 
or upon any material change in circumstances. 


Principles of Consolidation 


(c) In preparing a consolidated computation of net 
capital and/or aggregate indebtedness pursuant to this sec- 
tion, the following minimum and non-exclusive requirements 
shall be observed: 


(1) Consolidated net worth shall be reduced by 
the estimated-amount of any tax reasonably anticipated to 
be incurred upon distribution of the assets of the subsidiary 
or affiliate. 


(2) Liabilities of a consolidated subsidiary or af- 
filiate which are subordinated to the claims of present and 
future creditors pursuant to a satisfactory subordination a- 
greement shall not be added to consolidated net worth un- 
less such subordination extends also to the claims of present 
or future creditors of the parent broker or dealer and all 
consolidated subsidiaries. 


(3) Subordinated liabilities of a consolidated sub- 
sidiary or affiliate which are consolidated in accordance with 
subparagraph (c)(2) above may not be prepaid, repaid or 
accelerated if any of the entities included in such consolida- 
tion would otherwise be unable to comply with the provi- 
sions of Appendix (D), 17 CFR 240.15c3-1d. 


(4) Each broker or dealer included within the 
consolidation shall at all times be in compliance with the 
net capital requirement to which it is subject. 


Certain Precluded Acts 


(d) No broker or dealer shall guarantee, endorse or 
assume directly or indirectly any obligation or liability of a 
subsidiary or affiliate unless the obligation or liability is re- 
flected in the computation of net capital and/or aggregate 
indebtedness pursuant to 17 CFR 240.15c3-1 or this Appen- 
dix (C), except as provided in paragraph (b)(1) above. 
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Appendix D to Rule 15c3-1, 17 CFR 240. 15c3-1d Satis- 
factory Subordination Agreements 


Brirccrction 


(a)(1) This Appendix sets forth minimum and non-ex- 
clusive requirements for satisfactory subordination agree- 
ments (hereinafter “subordination agreement’’). The Ex- 
amining Authority may require or the broker or dealer may 
include such other provisions as deemed necessary or appro- 
priate to the extent such provisions do not cause the subor- 


dination agreement to fail to meet the minimum requirements 


af this Appendix (D). 
Certain Definitions 


(2) For purposes of 17 CFR 240.15c3-1 and this 
Appendix (D): 


(i) A subordination agreement may be either a 
subordinated loan agreement or a secured demand note 
agreement. 


(ii) The term “subordinated loan agreement” 
shall mean the agreement or agreements evidencing or gov- 
erning a subordinated borrowing of cash. 


(iii) The term “Collateral Value” of any securities 
pledged to secure a secured demand note shall mean the 
market value of such securities after giving effect to the per- 
centage deductions specified in subparagraph (c)(2)(vi) of 
17 CFR 240.15c3-1. 


(iv) The term ‘‘Payment Obligation” shall mean 
the obligation of a broker or dealer in respect of any sub- 
ordination agreement (A) to repay cash loaned to the broker 
or dealer pursuant to a subordinated loan agreement or (B) 
to return a secured demand note contributed to the broker 
or dealer or reduce the unpaid principal amount thereof and 
to return cash or securities pledged as collateral to secure 
the secured demand note and (C) “Payment” shall mean 
the performance by a broker or dealer of a Payment Obliga- 
tion. (v) (A) The term ‘‘secured demand note agree- 
ment’ shall mean an agreement (including the related secu- 
red demand note) evidencing or governing the contribution 
of a secured demand note to a broker or dealer and the 
pledge of securities and/or cash with the broker or dealer as 
collateral to secure payment of such secured demand note. 
The secured demand note agreement may provide that nei- 


ther the lender, his heirs, executors, administrators or assigns 


shall be personally liable on such note and that in the event 
of default the broker or dealer shall look for payment of 
such note solely to the collateral then pledged to secure the 
same. 


(B) The secured demand note shall be a 


promissory note executed by the lender and shall be payable 


on the demand of the broker or dealer to which it is con- 


tributed; provided, however, that the making of such demand 


may be conditioned upon the occurrence of any of certain 
events which are acceptable to the Commission and to the 
Examining Authority for such broker or dealer. 





(C) If such note is not paid upon present- 
ment and demand as provided for therein, the broker or 
dealer shall have the right to liquidate all or any part of the 





securities; then pledged as collateral to secure payment of the 
same anc! to apply the net proceeds of such liquidation, to- 
gether with any cash then included in the collateral, in pay 


ment of such note. Subject to the prior rights of the broker 


or dealer as pledgee, the lender, as defined herein, may re- 


tain ownership of the collateral and have the benefit of any 
increase:s and bear the risks of any decreases in the value of 
the coll ateral and may retain the right to vote securities con 
tained within the collateral and any right to income there 
from o-+ distributions thereon, except the broker or dealer 
shall have the right to receive and hold as pledgee all divi 
dends payable in securities and all partial and complete 
liquidiating dividends. 


(D) Subject to the prior rights of the broker or 
dealer as pledgee, the lender may have the right to direct the 
sale Of any securities included in the collateral, to direct 
the purchase of securities with any cash included therein, to 
withdraw excess collateral or to substitute cash or other se 
Curi ties as collateral, provided that the net proceeds of any 
suc'n sale and the cash so substituted and the securities so 
purchased or substituted are held by the broker or dealer, 
as pledgee, and are included within the collateral to secure 
payment of the secured demand note, and provided further 
that no such transaction shall be permitted if, after giving 
effect thereto, the sum of the amount of any cash, plus the 
Collateral Value of the securities, then pledged as collateral 
to secure the secured demand note would be less than the 
unpaid principal amount of the secured demand note. 


(E) Upon payment by the lender, as distinguished 
from a reduction by the lender which is provided for in sub 
division (b)(6) (iii) or reduction by the broker or dealer as 
provided for in subparagraph (b)(7) of this Appendix (D), 
of all or any part of the unpaid principal amount of the 
secured demand note, a broker or dealer shall issue to the 
lender a subordinated loan agreement in the amount of such 
payment (or in the case of a broker or dealer that is a part 
nership credit a capital account of the lender) or issue pre 
ferred, or common stock of the broker or dealer in the a 
mount of such payment, or any combination of the fore 
going, as provided for in the secured demand note agree 
ment. 


(F) The term “‘lender’’ shall mean the person who 
lends cash to a broker or dealer pursuant to a subordinated 
loan agreement and the person who contributes a secured de 
mand note to a broker or dealer pursuant to a secured de 
mand note agreement. 


Minimum Requirements for Subordination Agreements 


(b) (1) Subject to paragraph (a) above, a subrodina 
tion agreement shall mean a written agreement between the 
broker or dealer and the lender, which (i) has a minimum 
term of one year, except for temporary subordination a 
greements provided for in subparagraph (c)(5) of this Ap 
pendix (D), and (ii) is a valid and binding obligation enforce 
able.in accordance with its terms (subject as to enforcement 
to applicabie bankruptcy, insolvency, reorganization, mora 
torium and other similar laws) against the broker or dealer 
and the lender and their respective heirs, executors, ad 
ministrators, successors and assigns 


Specific Amount 
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(2) All subordination agreements shall be foi a spe- 
cific dollar amount which shall not be reduced for the dura- 
tion of the agreement except by installments as speci fically 
provided for therein and except as otherwise provided in 
this Appendix (D). 


Effective Subordination 


(3) The subordination agreement shall effectively 
subordinate any right of the lender to receive any Payment 
with respect thereto, together with accrued interest or ‘com- 
pensation, to the prior payment or provision for payment in 
full of all claims of all present and future creditors of the 
broker or dealer arising out of any matter occurring prior 
to the date on which the reiated Payment Obligation ma- 
tures Consistent with the provisions of 17 CFR 240.15c3-1 
and 240.15c3-1d, except for claims which are the subject 
of subordination agreements which rank on the same pricri- 
ty as or junior to the claim of the lender under such sub- 
ordination agreements. 


Proceeds of Subordinated Loan Agreements 


(4) The subordinated loan agreement shall provide 
that the cash proceeds thereof shall be used and dealt with 
by the broker or dealer as part of its capital and shall be sub 
ject to the risks of the business. 


Certain Rights of the Broker or Dealer 


(5) The subordination agreement shall provide that 
the broker or dealer shall have the right to: 


(i) Deposit any cash proceeds of a subordinated 
loan agreement and any cash pledged as collateral to secure 
a secured demand note in an account or accounts in its own 
name in any bank or trust company; 


(ii) Pledge, repledge, hypothecate and rehypothe- 
cate, any or all of the securities pledged as collateral to se- 
cure a secured demand note, without notice, separately or in 
common with other securities or property for the purpose 
of securing any indebtedness of the broker or dealer; and 


(iii) Lend to itself or others any or all of the secu- 
rities and cash pledged as collateral to secure a secured de- 
mand note. 


Collateral for Secured Demand Notes 


(6) Only cash and securities which are fully paid for 
and which may be publicly offered or sold without registra- 
tion under the Securities Act of 1933, and the offer, sale 
and transfer of which are not otherwise restricted, may be 
pledged as collateral to secure a secured demand note. The 
secured demand note agreement shal! provide that if at any 
time the sum of the amount of any cash, plus the Collateral 
Value of any securities, then pledged as collateral to secure 
the secured demand note is less than the unpaid principal a- 
mount of the secured demand note, the broker or dealer 
must immediately transmit written notice to that effect to 
the lender and the Examining Authority for such broker or 
dealer. 


The secured demand note agreement shall also require that 
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following such transmittal: 


(i) |The lender, prior to noon of the business day 
next succeeding the transmittal of such notice, may pledge 
as collateral additional cash or securities sufficient, after 
giving effect to such pledge, to bring the sum of the amount 
of any cash plus the Collateral Value of any securities, then 
pledged as collateral to secure the secured demand note, up 
to an amount not less than the unpaid principal amount of 
the secured demand note; and 


(ii) | Unless additional cash or securities are pledged 
by the lender as provided in (i) above, the broker or dealer 
at noon on the business day next succeeding the transmittal 
of notice to the lender must commence sale, for the account 
of the lender, of such of the securities then pledged as col- 
lateral to secure the secured demand note and apply so much 
of the net proceeds thereof, together with such of the cash 


then pledged as collateral to secure the secured demand note, 


as may be necessary to eliminate the unpaid principal a 
mount of the secured demand note; provided, however, that 
the unpaid principal amount of the secured demand note 
need not be reduced below the sum of the amount of any 
remaining cash, plus the Collateral Value of the remaining 
securities, then pledged as collateral to secure the secured 
demand note. The broker or dealer may not purchase for 
its Own account any securities subject to such a sale. 


(iii) The secured demand note agreement may also 
provide that, in lieu of the procedures specified in the pro- 
visions required by (ii) above, the lender with the prior writ- 
ten consent of the broker or dealer and the Examining Au- 
thority for the broker or dealer may reduce the unpaid prin- 
cipal amount of the secured demand note. Provided, that 
after giving effect to such reduction the aggregate indebted- 
ness of the broker or dealer would not exceed 1000 per- 
centum of its net capital or, in the case of a broker or dealer 
operating pursuant to paragraph (f) of 17 CFR 240.15c3-1, 
net capital would not be less than 7% of aggregate debit 
items Computed in accordance with 17 CFR 240.15c3-3a. 
Provided, further, that no single secured demand note shall 
be permitted to be reduced by more than 15 percent of its 
original principal amount and after such reduction no excess 
collateral may be withdrawn. No Examining Authority shall 
consent to a reduction of the principal amount of a secured 
demand note if, after giving effect to such reduction, net 
capital would be less than 120 percent of the minimum dol- 
lar amount required by 17 CFR 240.15c3-1. 


Permissive Prepayments 


(7) A broker or dealer at its opticn but not at the op- 
tion of the lender, may, if the subordination agreement so 
provides, make a Payment of all or any portion of the Pay- 
ment Obligation thereunder prior to the scheduled maturity 
date of such Payment Obligation (hereinafter referred to as 
a ‘‘Prepayment’’), but in no event may any Prepayment be 
made before the expiration of one year from the date such 
subordination agreement became effective; provided, how- 
ever, that the foregoing restriction shall not apply to tempo- 
rary subordination agreements which comply with the 
provisions of subparagraph (c)(5) of this Appendix (D). No 
Prepayment shall be made, if, after giving effect thereto 
(and to all Payments of Payment Obligations under any 
other subordinated agreements then outstanding the matu- 
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rity or accelerated maturities of which are scheduled to fall 
e within six months after the date such Prepayment is to 
@: pursuant to this provision or on or prior to the date on 
“Syhich the Payment Obligation in respect of such Prepay 
ment is scheduled to mature disregarding this provision, 
whichever date is earlier) without reference to any projected 
profit or loss of the broker or dealer, either aggregate in 
debtedness of the broker or dealer would exceed 1000 per- 
centum of its net capital or its net capital would be less 
than 120 percentum of the minimum dollar amount required 
by 17 CFR 240.15c3-1 or, in the case of a broker or dealer 
operating pursuant to paragraph (f) of 17 CFR 240.15c3-1, 
its net capital would be less than 7% of its aggregate debit 
items computed in accordance with 17 CFR 240.15c3-3a or 
its net capital would be less than 120% of the minimum dol 
lar amount required by paragraph (f) of 17 CFR 240.15c3-1. 
Notwithstanding the above, no Prepayment shall occur with 
out the prior written approval of the Examining Authority 
for such broker or dealer. 


Suspended Repayment 


(8) (i) The Payment Obligation of the broker or dealer 
inrespect of any subordination agreement shall be suspend- 
ed and shall not mature if, after giving effect to Payment of 
such Payment Obligation (and to all Payments of Payment 
Obligations of such broker or dealer under any other sub 
ordination agreement(s) then outstanding which are sche 
duled to mature on or before such Payment Obligation) 
either (a) the aggregate indebtedness of the broker or dealer 
would exceed 1200 percentum of its net capital or, in the 
case of a broker or dealer operating pursuant to paragraph 
f) of 17 CFR 240.15c3-1, its net capital would be less than 
percent of aggregate debit items computed in accordance 
with 17 CFR 240.15c3-3a, or (b) its net capital would be 


less than 120 percent of the minimum dollar amount required 


by 17 CFR 240.15c3-1 including paragraph (f), if applicable. 
Provided, that the subordination agreement may provide 

that if the Payment Obligation of the broker or dealer there- 
under does not mature and is suspended as a result of the 
requirement of this subparagraph (b)(8) for a period of not 
less than six months, the broker or dealer shall thereupon 
commence the rapid and orderly liquidation of its business 
but the right of the lender to receive Payment, together with 
accrued interest or compensation, shall remain subordinate 
as required by the provisions of 17 CFR 240.15c3-1 and 
240.15c3-1d. 


(ii) Whenever a subordination agreement provides 
that a broker or dealer shall commence a rapid and orderly 
liquidation, as permitted in (i) above, the date on which the 
liquidation commences shall be the maturity date for each 
subordination agreement of the broker or dealer then out- 
standing, but the rights of the respective lenders to receive 
Payment, together with accrued interest or compensation, 
shall remain subordinate as required by the provisions of 17 
CFR 240.15c3-1 and 240.15c3-1d. 


Accelerated Maturity-Obligation to Repay to Remain Sub- 
ordinate 


(9) (i) Subject to the provisions of subparagraph (b) 
(8) of this Appendix, a subordination agreement may pro- 
vide that the lender may, upon prior written notice to the 
broker or dealer and the Examining Authority given not 





earlier than six months after the effective date of such 
subordination agreement, accelerate the date on which the 
Payment Obligation of the broker or dealer, together with 
accrued interest or compensation, is scheduled to mature to 
a date not earlier than six months after the giving of such 
notice, but the right of the lender to receive Payment, to 
gether with accrued interest or compensation, shall remain 
subordinate as required by the provisions of 17 CFR 240 
15c3-1 and 240.15c3-1d 


(ii) Notwithstanding the provisions of subpara 
graph (b)(8) of this Appendix, the Payment Obligation of 
the broker or dealer with respect to a subordination agree 
ment, together with accrued interest and compensation, 
shall mature in the event of any receivership, insolvency, li- 
quidation pursuant to the Securities Investor Protection Act 
of 1970 or otherwise, bankruptcy, assignment for the bene 
fit of creditors, reorganization whether or not pursuant to 
the bankruptcy laws, or any other marshalling of the assets 
and liabilities of the broker or dealer but the right of the 
lender to receive Payment, together with accrued interest or 
compensation, shall remain subordinate as required by the 
provisions of 17 CFR 240.15c3-1 and 240.15c3-1d 


Accelerated Maturity of Subordination Agreements on 
Event of Default and Event of Acceleration- Obligation to 
Repay to Remain Subordinate 


(10) (i) A subordination agreement may provide that 
the lender may, upon prior written notice to the broker or 
dealer and the Examining Authority of the broker or dealer 
of the occurrence of any Event of Acceleration (as herein 
after defined) given no sooner than six months after the ef 
fective date of such subordination agreement, accelerate 
the date on which the Payment Obligation of the broker or 
dealer, together with accrued interest or compensation, is 
scheduled to mature, to the last business day of a calendar 
month which is not less than six months after notice of ac 
celeration is received by the broker or dealer and the Ex- 
amining Authority for the broker or dealer. Any subordina- 
tion agreement containing such Events of Acceleration may 
also provide, that if upon such accelerated maturity date the 
Payment Obligation of the broker or dealer is suspended as 
required by subparagraph (b)(8) of this Appendix (D) and 
liquidation of the broker or dealer has not commenced on 
or prior to such accelerated maturity date, then notwith- 
standing subparagraph (b)(8) of this Appendix the Payment 
Obligation of the broker or dealer with respect to such sub 
ordination agreement shall mature on the day immediately 
following such accelerated maturity date and in any such 
event the Payment Obligations of the broker or dealer with 
respect to all other subordination agreements then outstand- 
ing shall also mature at the same time but the rights of the 
respective lenders to receive Payment, together with accrued 
interest or compensation, shall remain subordinate as re- 
quired by the provisions of this Appendix (D). Events of 
Acceleration which may be included in a subordination a 
greement complying with this subparagraph (b)(10) shall be 
limited to: 


(A) failure to pay interest or any installment of prin- 
cipal on a subordination agreement as scheduled; 


(B) failure to pay when due other money obliga- 
tions of a specified material amount; 
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(C) discovery that any material, specified representa- 
tion or warranty of the broker or dealer which is included 
in the subordination agreement and on which the subordina- 
tion agreement was based or continued was inaccurate in a 
material respect at the time made; 


(D) any specified and clearly measurable event which 
is included in the subordination agreement and which the 
lender and the broker or dealer agree (7) is a significant indi- 
cation that the financial position of the broker or dealer has 
changed materially and adversely from agreed upon speci- 
fied norms or (2) could materially and adversely affect the 
ability of the broker or dealer to conduct its business as con- 
ducted on the date the subordination agreement was made; 
or (3) is a significant change in the senior management of 
the broker or dealer or in the general business conducted by 
the broker or dealer from that which obtained on the date 
the subordination agreement became effective; 


(E) any continued failure to perform agreed con- 
venants included in the subordination agreement relating to 
the conduct of the business of the broker or dealer or re- 
lating to the maintenance and reporting of its financial 
position; and 


(ii) Notwithstanding the provisions of subparagraph 
(b)(8) of this Appendix, a subordination agreement may pro- 
vide that, if liquidation of the business of the broker or 
dealer has not already commenced, the Payment Obligation 
of the broker or dealer shall mature, together with accrued 
interest or compensation, after defined). Such agreement 
may also provide that, if liquidation of the business of the 
broker or dealer has not already commenced, the rapid and 
orderly liquidation of the business of the broker or dealer 
shall then commence upon the happening of an Event of De- 
fault. Any subordination agreement which so provides for 
maturity of the Payment Obligation upon the occurrence of 
an Event of Default shall also provide that the date on which 
such Event of Default occurs shall, if liquidation of the bro- 
ker or dealer has not already commenced, be the date on 
which the Payment Obligations of the broker or dealer with 
respect to all other subordination agreements then outstand- 
ing shall mature but the rights of the respective lenders to 
receive Payment, remain subordinate as required by the pro- 
visions of this Appendix (D). Events of Default which may 
be included in a subordination agreement shall be limited to: 


(A) the making of an application by the Securities 
Investor Protection Corporation for a decree adjudicating 
that customers of the broker or dealer are in need of protec- 
tion under the Securities Investor Protection Act of 1970 
and the failure of the broker or dealer to obtain the dismissal 
of such application within 30 days; 


(B) the aggregate indebtedness of the broker or deal- 
er exceeding 1500 percentum of its net capital or, in the 
case of a broker or dealer which has elected to operate un- 
der paragraph (f) of 17 CFR 240.15c3-1, its net capital com- 
puted in accordance therewith is less than 4% of its aggre- 
gate debit items computed in accordance with 17 CFR 240. 
15c3-3a, throughout a period of 15 consecutive business 
days, commencing on the day the broker or dealer first de- 
termines and notifies the Examining Authority for the bro- 
ker or dealer, or the Examining Authority or the Commission 
first determines and notifies the broker or dealer of such 
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fact; 


(C) the Commission shall revoke the registration of 4) 


the broker or dealer; 


(D) the Examining Authority shall suspend (and not 
reinstate within 10 days) or revoke the broker’s or dealer’s 
status as a member thereof; 


(E) any receivership, insolvency, liquidation pur- 
suant to the Securities Investor Protection Act of 1970 or 
otherwise, bankruptcy, assignment for the benefit of credit- 
ors, reorganization whether or not pursuant to bankruptcy 
laws, or any other marshalling of the assets and liabilities of 
the broker or dealer. 


A subordination agreement which contains any of the 
provisions permitted by this subparagraph (b)(10) shall not 
contain the provision otherwise permitted by clause (i) of 
subparagraph (b)(9). 


(c) Miscellaneous Provisions 
Prohibited Cancellation 


(1) The subordination agreement shall not be subject 
to cancellation by either party; no Payment shall be made 
with respect thereto and the agreement shall not be termina- 
ted, rescinded or modified by mutual consent or otherwise 
if the effect thereof would be inconsistent with the require- 
ments of 17 CFR 240.15c3-1 and 240.15c3-1d. 


Notice of Maturity or Accelerated Maturity 


(2) Every broker or dealer shall immediately notify the 
Examining Authority for such broker or dealer if, after giv- 
ing effect to all Payments of Payment Obligations under 
subordination agreements then outstanding which are then 
due or mature within the following six months without 
reference to any projected profit or loss of the broker or 
dealer, either the aggregate indebtedness of the broker or 
dealer would exceed 1200 percentum of its net capital or 
its net capital would be less than 120 percent of the mini- 
mum dollar amount required by 17 CFR 240.15c3-1 or, in 
the case of a broker or dealer who is operating pursuant to 
paragraph (f) of 17 CFR 240.15c3-1, its net capital would 
be less than 6 percent of aggregate debit items computed in 
accordance with 17 CFR 240.15c3-3a or less than 120% of 
the minimum dollar amount required by paragraph (f) of 17 
CFR 240.15c3-1. 


Certain Legends 


(3) If all the provisions of a satisfactory subordination 
agreement do not appear in a single instrument, then the 
debenture or other evidence of indebtedness shall bear on 
its face an appropriate legend stating that it is issued subject 
to the provisions of a satisfactory subordination agreement 
which shall be adequately referred to and incorporated by 
reference. 


Legal Title to Securities 


(4) All securities pledged as collateral to secure a secu- 
red demand note must be in bearer form, or registered in the 
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name of the broker or dealer or the name of its nominee or 
istodian. 





Temporary Subordinations 


(5) For the purpose of enabling a broker or dealer to 
participate as an underwriter of securities or other extra- 
ordinary activites in compliance with the net capital require- 
ments of 17 CFR 240.15c3-1, a broker or dealer shall be 
permitted, on no more than three occasions in any 12-month 
period, to enter into a subordination agreement on a tem- 
porary basis which has a stated term of no more than 45 
days from the date such subordination agreement became 
effective. Provided, that this temporary relief shall not ap- 
ply to a broker or dealer if, at such time, it is subject to any 
of the reporting provisions of 17 CFR & 240.17a-11 under 
the Securities Exchange Act of 1934, irrespective of its com- 
pliance with such provisions or if immediately prior to enter- 
ing into such subordination agreement either (a) the aggre- 
gate indebtedness of the broker or dealer exceeds 1000 per- 
centum of its net capital or its net capital is less than 120% 
of the minimum dollar amount required by 17 CFR 240.15c 
3-1, or (b) in the case of a broker or dealer operating pur- 
suant to paragraph (f) of 17 CFR 240.15c3-1, its net capital 
is less than 7 percent of aggregate debits computed in ac- 
cordance with 17 CFR 240.15c3-3a or less than 120% of the 
minimum dollar amount required by paragraph (f), or (c) 
the amount of its then outstanding subordination agreements 
exceeds the limits specified in paragraph (d) of 17 CFR 240. 
15c3-1. Such temporary subordination agreement shall be 
subject to all the other provisions of this Appendix. 


i 


(6) Twocopies of any proposed subordination agree- 
ment (including non-conforming subordination agreements) 
shall be filed at least 10 days prior to the proposed execu- 
tion date of the agreement with the Commission’s Regional 
Office for the region in which the broker or dealer main- 
tains its principal place of business or at such other time as 
the Regional Office for good cause shall accept such filing. 
Copies of the proposed agreement shall also be filed with 
the Examining Authority in such quantities and at such time 
as the Examining Authority may require. The broker or 
dealer shall also file with said parties a statement setting 
forth the name and address of the lender, the business rela- 
tionship of the lender to the broker or dealer, and whether 
the broker or deaier carried funds or securities for the lender 
at or about the time and proposed agreement was so filed. 
All agreements shall be examined by the Commission’s Re- 
gional Office or the Examining Authority with whom such 
agreement is required to be filed prior to their becoming 
effective. No proposed agreement shall be a satisfactory 
subordination agreement for the purposes of this section un- 
less and until the Examining Authority has found the agree- 
ment acceptable and such agreement has become effective 
in the form found acceptable. 


Subordination Agreements in Effect Prior to Adoption 


(7) Any subordination agreement which has been en- 
tered into prior to September 1, 1975 and which has been 
deemed to be satisfactorily subordinated pursuant to 17 CFR 
240.15c3-1 as in effect prior to September 1, 1975 or net 
capital rules of a registered national securities exchange, the 


















members of which previously had been exempted from 17 
CFR 240.15c3-1, shall continue to be deemed a satisfactory 
subordination agreement until the maturity of such agree 
ment. Provided, that no renewal of an agreement which 
provides for automatic or optional renewal by the broker 

or dealer or lender shall be deemed to be a satisfactory sub 
ordination agreement unless such renewed agreement meets 
the requirements of this Appendix within 6 months from 
September 1, 1975. Provided, further, that all subordination 
agreements must meet the requirements of this Appendix 
within 5 years of September 1, 1975. 


SRR E ERE 


By the Commission. 
George A. Fitzsimmons 
Secretary 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11498/June 26, 1975 


See Securities Act Release No. 5594/June 26, 1975. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19055/June 20, 1975 


in the Matter of 


NATIONAL FUEL GAS COMPANY 
30 Rockefeller Plaza 
New York, New York 10020 


NATIONAL FUEL GAS DISTRIBUTION CORPORATION 
10 Lafayette Square 
Buffalo, New York 14203 


NATIONAL FUEL GAS SUPPLY CORPORATION 
308 Seneca Street 
Oil City, Pennsylvania 16301 


(70-5698) 


NOTICE OF PROPOSAL TO ISSUE AND SELL NOTES TO 
BANKS BY HOLDING COMPANY AND TO ISSUE AND 
SELL SHORT-TERM NOTES TO HOLDING COMPANY 
BY SUBSIDIARY COMPANIES 


NOTICE IS HEREBY GIVEN that National Fuel Gas Com 
pany (“National’’), a registered holding company, and two 
of its subsidiary companies, National Fuel Gas Distribution 
Corporation (“Distribution Corporation’’) and National Fuel 
Gas Supply Corporation (‘Supply Corporation’), have filed 
an application-declaration, and an amendment thereto, with 
this Commission pursuant to the Public Utility Holding 
Company Act of 1935 (‘‘Act’’), designating Sections 6(a), 
6(b), 7, 9(a), 10, 12(b), and 12(f) of the Act and Rules 42, 
43, and 45 promulgated thereunder as applicable to the 
proposed transactions. All interested persons are referred to 
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‘the amended application-declaration, which is summarized 
below, for a complete statement of the proposed transac- 
tions. ; 


National proposes to issue and sell from time to time, through 
December 31,1975 unsecured short-term notes in an amount 
not to exceed $30,000,000 to the following banks: 


Maximum 

Bank Amount 

DuBois National Bank, DuBois, Pa. $ 500,000 

Emporium Trust Company, Emporium, Pa. 200,000 

McDowell National Bank, Sharon, Pa. 1,100,000 
Northwest Pennsylvania Bank & Trust Co., 

Oil City, Pa. 1,500,000 
Pennsylvania Bank & Trust Company, 

Titusville, Pa. 2,400,000 
Producers Bank & Trust Company, Bradford, 

Pa. 100,000 
First Senaca Bank & Trust Company, 

Oil City, Pa. 2,250,000 
First National Bank of Pennsylvania, Erie, Pa. 2,500,000 
Marine Midland Chautauqua National Bank, 

Jamestown, N.Y. 1,000,000 
Warren National Bank, Warren, Pa. 1,000,000 
Marine. National Bank, Erie, Pa. 400,000 
Marine Midland Bank-Western, Buffalo, N.Y. 6,000,000 
Manufacturers & Traders Trust Company, 

Buffalo, N.Y. a 6,000,000 
The Chase Manhattan Bank, N.A., Buffalo, N.Y. 3,000,000 
Liberty National Bank & Trust Company, 

Buffalo, N.Y. 1,000,000 
The Chase Manhattan Bank, N.A. (‘‘Chase’’), 

New York, N.Y. _ 1,050,000 


$30,000,000. 


Each note will be dated as of the date of issue, will mature 
not later than nine months from the date thereof, and will 
bear interest at the prime commercial rate of interest in ef- 
fect from time to time at Marine Midland Bank on such 
date in the case of banks located in Buffalo and the rate in 
effect from time to time at Chase in the case of the remain- 
ing banks. The notes will be prepayable at any time, in 
whole or in part, without penalty or premium. 


National intends to use the proceeds from the sale of its 
short-term notes to acquire for cash up to $30,000,000 prin- 
cipal amount of short-term unsecured notes proposed to be 
issued by Supply Corporation. Each such note will be dated 
the same date and bear the same interest rate as the related 
short-term note of National. Each such note will mature 
within nine months from its date of issue, with interest pay- 


able quarterly until the principal amount is paid in full. Sup- 


ply Corporation will have the option, after payment of all 
notes of prior maturity held by National, to prepay any 
note at any time or from time to time, in whole or in part 
without premium. Supply Corporation proposes to use the 
proceeds from the above loans to finance the purchase of up 
to $30,000,000 of natural gas and for working capital. 


National also proposes to issue and sell from time to time 
through December 31, 1975, unsecured short-term notes to 


Chase, pursuant to a credit agreement (‘‘Credit Agreement’’), 


in an aggregate amount not to exceed $12,000,000 out- 
standing at any one time. The notes will mature within 
twelve months from their date of issue, will bear interest at 
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the prime commercial rate in effect from time to time at 
Chase, and will be prepayable in whole or in part at any 
time without penalty. National will apply the proceeds to 
purchase up to $12,000,000 of Distribution Corporation's 
unsecured short-term notes, which will have the same matu 
rity and bear the same effective interest rate as the related 
note issued by National. Distribution Corporation will use 
the proceeds to finance its construction program and for 
working capital. 


National has agreed with Chase to maintain average balances 
of 10% of the line of credit plus 10% on any portion of the 
line of credit taken down. Assuming an average balance of 
20% and a prime interest rate of 7%, the effective cost of 
money would be 8.75%. There will be no commitment fee 
or other costs paid in connection with National's borrow- 
ings from Chase. 


The fees and expenises to be incurred in connection with 
the proposed transactions are estimated at $5,000. The fil 
ing states that the New York Public Service Commission 
and the Pennsylvania Public Utility Commission have juris- 
diction over the issuance and sale of notes by National pur 
suant to the Credit Agreement and that no other State of 
Federal commission, other than this Commission, has juris- 
diction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than July 14, 1974, request in writing that a 
hearing be held on such matter, stating the nature of his in- 
terest, the reasons for such request, and the issues of fact or 
law raised by said amended application-declaration which 
he desires to controvert; or he may request that he be noti 
fied if the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D. C. 20549. A copy of 
such request should be served personally or by mail (air mail 
if the person being served is located more than 500 miles 
from the point of mailing) upon the applicants-declarants 
at the above-stated addresses, and proof of service (by affi- 
davit or, in case of an attorney at law, by certificate) should 
be filed with the request. At any time after said date, the 
application-declaration, as amended or as it may be further 
amended, may be granted and permitted to become effec 
tive as provided in Rule 23 of the General Rules and Regula 
tions promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in Rules 29(a) 
and 100 thereof or take such other action as it may deem ap 
propriate. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices or or 
ders issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19056/June 23, 1975 


In the Matter of 
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DELMARVA POWER AND LIGHT COMPANY 
bys Street 
\r ington, Delaware 19899 


| (70-5685) 


ORDER APPROVING ISSUE AND SALE OF COMMON 
STOCK AT COMPETITIVE BIDDING 


Delmarva Power and Light Company (‘‘Deimarva”’), a regis- 
tered holding company, has filed an application-declaration 
and amendments thereto with this Commission pursuant to 
Sections 6 and 7 of the Public Utility Holding Company 

| Act of 1935 (“Act’’), and Rule 50 promulgated thereunder 
as applicable to the following proposed transaction. 





Delmarva proposes to issue and sell 2,000,000 shares of its 
authorized but unissued common stock, par value $3.375 
per share (“common stock’’). Delmarva estimates that the 
proposed sale of the common stock will provide it with ag- 
| gegate cash proceeds of approximately $22,000,000. The 
proceeds from the sale will be applied toward the retire- 
ment, in part, of unsecured short-term notes issued prior to 
such sale primarily for interim financing of the construction 
program of Delaware and its subsidiaries. On May 14, 1975, 
such unsecured short-term notes outstanding amounted to 
$41,850,000. Construction expenditures for 1975 are pres- 
ently estimated at $93,000,000. Funds required to carry 
out the construction program, in addition to those obtained 
through the present financing, are expected to be provided 
from internal cash sources and additional financings. 


MD ssuance of the common stock has been approved by the 
Fublic Service Commission of Delaware. No other State 
commission nor any Federal commission, other than this 
Commission, has jurisdiction over the proposed transaction. 





Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19008), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the appli- 
cable standards of the Act and the rules thereunder are satis- 
fied and that no adverse findings are necessary; and that it 

is appropriate in the public interest and in the interest of 
investors and consumers that said application-declaration, 

a amended, be granted and permitted to become effective: 


TIS ORDERED, pursuant to the applicable provisions of 

the Act and rules thereunder, that said application-declara- 
tion, as amnended, be, and it hereby is, granted and permit- 
ted to become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula 
ton, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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DELMARVA POWER & LIGHT COMPANY 
Wilmington, Defaware 


(70-5686) 


ORDER AUTHORIZING ISSUANCE AND SALE OF $30, 
000,000 PRINCIPAL AMOUNT OF FIRST MORTGAGE 
AND COLLATERAL TRUST BONDS 


Delmarva Power & Light Company (‘’Delmarva’’), a register- 
ed holding company and a public utility company, has filed 
a declaration and amendments thereto with this Commission 
pursuant to Sections 6(a) and 7 of the Public Utility Hold 
ing Company Act of 1935 (‘‘Act’’) and Rule 50 promulga 
ted thereunder regarding the following proposed transaction. 


Delmarva proposes to issue and sell, subject to the competi- 
tive bidding requirements of Rule 50, $30,000,000 princi 
pal amount of First Mortgage and Collateral Trust Bonds, 
____% Series due to mature not less than 5 years nor more 
than thirty years from the first day of the calendar month 
during which the bonds are to be issued. The interest rate 
{which shall be a multiple of 1/8 of 1%) and the price, ex- 
clusive of accrued interest, to be paid to Delmarva (which 
shall be not less than 99% nor more than 101.75% of the 
principal amount thereof) will be determined by the compe- 
titive bidding. The bonds will be issued under the Mortgage 
and Deed of Trust, dated October 1, 1943, between Delmar 
va and Chemical Bank, Trustee, as heretofore supplemented 
and as to be further supplemented by a Fiftieth Supplemen 
tal Indenture dated as of July 1, 1975, which includes a pro- 
hibition until July 1, 1980, against refunding the issue with 
the proceeds of funds borrowed at a lower effective inter 
est cost. 


It is stated that the net proceeds from the sale of the bonds 
will be applied toward the retirement of unsecured short- 
term notes issued primarily for interim financing of the con- 
struction programs of Delmarva and its subsidiary com- 
panies and for other corporate purposes. As of May 14, 
1975, such short-term notes outstanding amounted to $41, 
850,000. Delmarva estimates that its construction program 
for 1975 will require expenditures of $93,000,000. 


The issuance and sale of the bonds have been authorized by 
The Public Service Commission of Delaware. No other 
State commission and no Federal commission, other than 
this Commission, has jurisdiction over the proposed trans- 
action. 


Due notice of the filing of said declaration has been given in 
the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19007), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is ap- 
priate in the public interest and in the interest of investors 
and consumers that said declaration, as amended, be per- 
mitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of 


the Act and rules thereunder, that said declaration, as amend 
ed, be, and it hereby is, permitted to become effective forth- 
with, subject to the terms and conditions prescribed in Rules 







Release No. 19057/June 23, 1975 
In the Matter of 
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24 and 50 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula - 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT of 1935 
Release No. 19058/June 23, 1975 


In the Matter of 


SYSTEM FUELS, INC. 
New Orleans, Louisiana 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


LOUISIANA POWER & LIGHT COMPANY 
New Orleans, Louisiana 


MISSISSIPPI POWER & LIGHT COMPANY 
Jackson, Mississippi 


NEW ORLEANS PUBLIC SERVICE INC. 
New Orleans, Louisiana 


(70-5636) 


ORDER AUTHORIZING TRANSACTIONS RELATED TO 
SALE AND LEASE OF OIL STORAGE AND HANDLING 
FACILITIES 


System Fuels, Inc., (““SFI’’), a jointly-owned nonutility sub- 
sidiary of Arkansas Power & Light Company, Louisiana 
Power & Light Company, Mississippi Power & Light Com- 


pany (‘“MP&L’’), and New Orleans Public Service Inc., (here- 


in collectively referred to as the ‘Operating Companies”’), 
each an electric utility subsidiary company of Middle South 
Utilities, Inc., a registered holding company, have filed a 
declaration and amendments thereto pursuant to Sections 
12(b) and 12(f) of the Public Utility Holding Company Act 
of 1935 (‘Act’) and Rules 43 and 45 promulgated there- 
under regarding the following proposed transactions. 


Pursuant to an order of the Commission dated December 
17, 1973 (Holding Company Act Release No. 18221), MP& 
L sold to SFI five oil storage tanks (three of 300,000 bbl. 
capacity and two of 25,000 bbl. capacity) and related dock- 
ing, unloading, auxiliary, and control equipment all under 
construction at MP&L’s Gerald Andrus Steam Electric Gen- 
erating Station located near Greenville, Mississippi. In addi- 
tion, MP&L leased and granted to SFI by a ground lease the 
land and land rights necessary for SFI to operate and main- 
tain not only the facilities being sold but also three addi- 
tional 300,000 bbl. oil storage tanks and related facilities 
to be constructed for SFI’s account at the same plant site 
(all of such oil storage and handling facilities and related 
equipment to be hereinafter referred to as the “’Facility’’). 


In order to lease certain bulk storage and handling facilities 
for oil rather than owning such facilities, SFl has sold (for 
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ary 31, 1975, of $16,559,799) its interest in the Facility an 
in the contract for its construction, and has conveyed, pur- 
suant to a ground lease assignment (‘‘Ground Lease Assign- 
ment’’), certain land rights in respect of the Facility, toa 
trustee (‘Owner Trustee’’), designated as such in an agree- 
ment among Westinghouse Credit Corporation, First Nation- 
al Bank of Louisville, and the Owner Trustee. Simultaneous- 
ly, SFI entered into a lease (““Lease’’) with the Owner Trus- 
tee under which SFI leased the Facility from the Owner 
Trustee and acquired the land rights necessary for the opera 
tion and maintenance thereof. SFI has options (a) to renew 
the Lease for up to two consecutive five-year renewal terms 
and (b) at the expiration of either of the renewal terms, to 
purchase the Facility from the Owner Trustee at its then 
fair market value. The Owner Trustee has agreed to provide 
for the completion of construction of the Facility through 
SFI as its agent and to reimburse SFI for the book cose to 
SFI of any expenses, including interest during construction, 
incurred by SFI in respect of the Facility, for which SFI has 
not previously been reimbursed, provided that in no event 
would the total cost to the Owner Trustee of the Facility 
and its construction exceed $22,000,000. 


an amount equal to the book cost thereof to SFI on Janu- ® 


Lease payments to be made by SFI with respect to the 
Facility consist of interim rent, payable for the period end- 
ing July 15, 1975, and fifty equal semi-annual rent payments 
payable in arrears, on the business day preceding each six- 
months’ anniversary of July 15, 1975. Each of the fifty 
semi-annual rent payments will be in an amount equal to 
approximately 4.33881 percent of the Facility Cost (which 
SFI understands is equivalent to an annual simple interest 
rate of approximately 7.20 percent). The Lease payments 
are such that SFI will not acquire any equity in the Facility, 
and, consequently, the Lease is being accounted for by SFI 
as a lease. 


It is presently proposed that the Operating Companies, as 
sole owners of the outstanding common stock of SFI, will 
covenant and agree with the Owner Trustee, severally in ac- 
cordance with their present respective shares of ownership 
of the common stock of SFI, to take any and all action as, 
from time to time, may be necessary to keep SFI in a sound 
financial condition and to place SFI in a position to per- 
form and discharge, and to cause SFI to perform and dis- 
charge, in a timely fashion, its obligations with respect to 
such transactions. It is also proposed that SFI, MP&L, and 
the Owner Trustee will enter into an agreement providing 
for the termination of the Ground Lease Assignment by SFI 
and the Owner Trustee, the execution and delivery of a new 
ground lease (‘New Ground Lease’) whereby MP&L will 
convey to the Owner Trustee only those land rights as may 
be necessary in respect of the Owner Trustee’s ownership 
and use of the Facility, and the subordination by SFI of its 
interest under the Ground Lease to the Owner Trustee’s in- 
terest under the New Ground Lease. 


No special or separate expenses are anticipated by the com- 
panies in connection with the proposed transactions except 
the $2,000 filing fee payable to the Commission, legal fees 
payable by SFI not to exceed $5,000, and legal fees payable 
by the Operating Companies estimated not to exceed ap- 
proximately $2,500 each. No State or Federal commission, 
other than this Commission, has jurisdiction over the pro- 
posed transactions. 
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Due notice of the filing of the declaration has been given in 
the manner prescribed in Rule 23 promulgated under the 

§ Act (HCAR No. 18856), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the applicable 
standards of the Aci and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is ap- 
propriate in the public interest and in the interest of in- 
vestors and consumers that said declaration, as amended, be 
permitted to become effective: 


IT iS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration, as a- 
mended, be, and it hereby is, permitted to become effective 
forthwith, subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19059/June 24, 1975 


In the Matter of 


PENNSYLVANIA ELECTRIC COMPANY 
Johnstown, Pennsylvania 15907 


@ 10-5582) 


SUPPLEMENTAL ORDER AUTHORIZING REVISION OF 
LIST OF BANKS AND AMOUNTS OF THEIR PARTICI- 
PATION 


Pennsylvania Electric Company (‘‘Penelec’’), an electric t'ti- 
lity subsidiary company of General Public Utilities Corpora- 
tion, a registered holding company, has filed with this Com- 
mission a post-effective amendment to its application pre- 
viously fiied in this matter pursuant to Section 6(b) of the 
Public Utility Holding Company Act of 1935 (‘‘Act*’) re- 
garding the following proposed transaction. 


By orders dated December 23, 1974 and March 20, 1975 
(HCAR Nos. 18727 and 18877), the Commission authorized 
Penelec, for the period commencing on January 1, 1975 

and ending December 31, 1975, to issue or renew notes of 

a maturity of nine months or less evidencing short-term 
bank borrowings provided that the aggregate principal a- 
mount of such notes to be outstanding at any one time did 
not exceed the lessor of (A) $88,000,000, or (B) 10% of 

the sum of (i) the principal amount of Penelec’s outstanding 
first mortgage bonds and debentures, (ii) the par value of 
Penelec’s outstanding preferred stock, (iii) the par value of 
Penelec’s outstanding common stock, and (iv) the capital 
surplus of Penelec. 





The notes are to bear interest at a rate not exceeding the 
prime rate, which may be the floating rate of the lending 
bank, for commercial borrowing at the date of issue of such 
note, are to be prepayable at any time without premium, 





and may not be issued as a part of a public offering. Al- 
though no commitments or agreements for such borrowings 
have been made, Penelec expected that, as and to the ex- 
tent that its cash needs required, borrowings would be ef- 
fected among 51 designated banks. 


Penelec now seeks authority to revise the list of banks by 
designating one additional bank, by increasing the maximum 
amount to be borrowed and outstanding at any one time 
from one bank previously designated, by decreasing the max- 
imum amount to be borrowed and outstanding from one 
bank previously designated, and by deleting two banks pre- 
viously designated. The aggregate amount listed in the re- 
vised listing ($109,000,000) exceeds the amount, namely 
$88,000,000, of borrowings to be outstanding at any one 
time for which authority has been granted. The excess a- 
mount is to provide flexibility with one or more particular 
banks (but without exceeding the authorized total for all 
banks) since some banks will not be able to renew notes at 
the time Penelec requests them to do so. 


No state commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed trans- 
action. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules there 
under are satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in the in 
terest of investors and consumers that said application, as 
amended by said post-effective amendment, be granted: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application, as now 
amended, be, and it hereby is, granted forthwith, subject to 
the terms and conditions prescribed in Rule 24 promulgated 
under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19060/june 24, 1975 


In the Matter of 


NEW ENGLAND POWER COMPANY 
20 Turnpike Road 
Westborough, Massachusetts 01581 


(70-5699) 


NOTICE OF PROPOSED AMENDMENT TO ARTICLES 
OF ORGANIZATION AND ORDER AUTHORIZING SOLI 
CITATION OF PROXIES IN CONNECTION THEREWITH 


NOTICE IS HEREBY GIVEN that New England Power 
Company (““NEPCO”), an electric utility subsidiary com 
pany of New England Electric System (“NEES”), a regis- 
tered holding company, has filed a declaration with this 
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Commission pursuant to the Public Utility Holding Company 
Act of 1935 (“Act”’), designating Sections 6(a)(2), 7(e) of 
the Act and rules 62 and 65 promulgated thereunder as ap- 
plicable to the proposed transaction. All interested persons 
are referred to the declaration, which is summarized below, 
for a complete statement of the proposed transaction. 


NEPCO proposes to amend its Articles of Organization and 
Articles |, tl, 1V, and |X of its By-Laws to provide for the 
authorization of a new additional class of stock to be called 
Preferred Stock-Cumulative to rank on a parity with and 
have the same preferences and rights as the existing dividend 
series preferred stock-cumulative would be designated ‘‘Cu- 
mulative Preferred Stock, $25 par value, _ % Series.” 
Whenever any vote of the preferred stock would affect only 
dividend series preferred stock, the dividend series would 
vote as a single class. Whenever any vote of the preferred 
stock would affect only the preferred stock-cumulative, the 
preferred stock-cumulative would vote as a single class. In 
all other cases, the dividend series preferred stock and the 
preferred stock-cumulative would vote as a single class. The 
new preferred stock-cumulative would have one-quarter 
vote per share. 


NEPCO intends to submit the proposed amendments to its 
Articles of Organization and By-Laws to its stockholders ata 
special meeting of stockholders to be held on July 25, 1975. 
In connection therewith, NEPCO proposes to solicit proxies 
from the holders of its dividend series preferred stock 
through the use of solicitation material which sets forth the 
proposals in detail. The declaration states that the proposed 
amendments require the affirmative vote of two-thirds of 
the now outstanding 6% cumulative preferred stock and 
common stock voting as one class and the approval by two- 
thirds of the outstanding shares of dividend series preferred 
stock voting as a class. Since NEES, holder of all of the out- 
standing shares of NEPCO’s common stock has indicated that 
all such shares will be voted in favor of the proposed amend- 
ments, NEPCO is not soliciting the votes of the holders of 
the 6% cumulative preferred stock and common stock. 


The fees and expenses to be paid by NEPCO are estimated 
at $7,500, including service fees, at cost, of New England 
Power Service Company, a wholly-owned subsidiary of 
NEES, of $2,200. It is stated that the Massachusetts Depart- 
ment of Public Utilities has jurisdiction over the proposed 
transaction and that no other state commission and no fed- 
eral commission, other than this Commission, has jurisdic- 
tion over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than July 21, 1975, request in writing that a 
hearing be held with respect to the proposed transaction, 
stating the nature of his interest, the reasons for such re- 
quest, and the issues of fact or law raised by said declara- 
tion which he desires to controvert; or he may request that 
he be notified if the Commission should order a hearing 
thereon. Any such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D. C. 
20549. A copy of such request should be served personally 
or by mail (air mail if the person being served is located 
more than 500 miles from the point of mailing) upor the 
declarant at the above-stated address, and proof of service 
(by affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said date, 
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the declaration, as filed or as it may be amended, may be 
permitted to become effective as provided in Rule 23 of th 
General Rules and Regulations promulgated under the 
or the Commission may grant exemption from such uf) 
provided in Rules 20(a) and 100 thereof or take such of 
action as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will re 
ceive any notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any postponement; 
thereof. 


It appearing to the Commission that the declaration, insofz 
as it proposes the solicitation of the consents of NEPCO’s 
dividend series preferred stockholders, should be permitted 
to become effective forthwith pursuant to Rule 62: 

ce 


IT 1S ORDERED that the declaration regarding the propos: 


solicitation of the consents of NEPCO’s dividend series pre 
ferred stockholders be, and it hereby is, permitted to be- 
come effective forthwith pursuant to Rule 62 and subject to 
the terms and conditions prescribed in Rule 24 under the 
Act. 


For the Commission, by the Division of Corporate Regula 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19061/June 24, 1975 


In the Matter of 


OHIO ELECTRIC COMPANY 

c/o AMERICAN ELECTRIC POWER SERVICE CORPORA 
TION 

2 Broadway 

New York, New York 10004 


(70-5678) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF FIRS 
MORTGAGE BONDS AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Ohio Electric Company 
(“Ohio Electric’), an electric generating subsidiary compa" 
of Ohio Power Company (‘‘Ohio’’), an electric utility sub 
sidiary company of American Electric Power Company, Inc 
(“AEP’’), a registered holding company, has filed an appli 
cation-declaration and amendments thereto with this Com 
mission pursuant to the Public Utility Holding Company 
Act of 1935 (“Act”) designating Sections 6(b), 12(c) of tt 
Act and Rules 42(a) and 42(b)(2) promulgated thereunder 
as applicable to the proposed transactions. All interested 
persons are referred to the application-declaration, as a 
mended, which is summarized below, for a complete state 
ment of the proposed transactions. 








Ohio Electric was organized under the laws of the State of 
Ohio on January 31, 1972 for the purpose of acquiring, 
completing the construction of, and operating, the Gene 
James M. Gavin Plant (GavinPlant), a fossil-fired steam 
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tric generating station situated in Ohio along the Ohio River 
near Cheshire, Ohio. The Gavin Plant is to consist of two 
nominally rated 1,300,000 kilowatt generating units, the 
first of which was placed in commercial operation on Octo- 
ber 20, 1974 and the second of which is scheduled to be 
placed in commercial operation later in 1975. It is estimated 
that the total construction costs of the Gavin Plant will e- 
qual at least $600,000,000, an estimated unit cost of not 
less than $230 per kilowatt. Construction costs aggregating 
$535,085,000 had been incurred through December 31, 19- 
74 and it is estimated that additional construction Costs 
aggregating $52,700,000 will be incurred in 1975 and not 
less than $18,199,000 additional construction costs incurred 
after 1975. By order issued March 21, 1972 (HCAR No. 
17504) the Commission authorized Ohio Electric to acquire 
the Gavin Plant from Ohio Power. The order of the Com- 
mission also authorized Ohio Electric to issue its unsecured 
promissory notes from time to time to seventeen banks un- 
der a Bank Loan Agreement in an aggregate principal a- 
mount up to $300,000,000 and, in connection therewith, 
authorized Ohio Electric and Ohio Power to enter into and 
to perform a Capital Funds Agreement and a Power Agree- 
ment. On April 10, 1972, Ohio Power transferred the Gavin 
Plant to Ohio Electric pursuant to the Capital Funds Agree- 
ment in consideration of the issuance and delivery by Ohio 
Electric to Ohio Power of the securities which the Commis- 
sion authorized Ohio Electric to issue, and thereafter Ohio 
Electric effected borrowings under the Bank Loan Agree- 
ment until it completed in 1974 the borrowing of the $300, 
000,000 thereunder. The notes issued under the Bank Loan 
Agreement mature by their terms on May 31, 1979 and bear 
interest at a rate equal to one-half of one percent plus the 
prime commercial loan rate of Manufacturers Hanover Trust 
Company from time to time in effect. Ohio is entitled under 
the Power Agreement to receive all power (and the energy 
associated therewith) available at Gavin Plant and Ohio Po- 
wer agrees to pay Ohio Electric in consideration for the right 
to receive all such power and energy, such amounts from 
time to time as, when added to amounts received by Ohio 
Electric from any other source, will be at least sufficient for 
Ohio Electric to pay when due all of its operating and other 
expenses, including (i) any amount which Ohio Electric may 
be required to pay on account of any interest and/or any 
substitute interest on all indebtedness for borrowed money 
issued or assumed by Ohio Electric and on account of the 
stated maturities of, and/or all required sinking fund pay- 
ments and other regular amortization requirements appli- 
cable to, such indebtedness and (ii) such additional amount 
as it necessary after any required provision for taxes on, or 
measured by, income to enable Ohio Electric to pay required 
dividends on any preferred stock which it may issue and 
such amount as will represent a fair return on the common 
stock equity of Ohio Electric as may be permitted by govern- 
mental regulatory authorities having jurisdiction. Ohio 
Electric filed the Power Agreement with the Federal Power 
Commission (FPC) on July 3, 1974 as an initial rate sche- 
dule of Ohio Electric and an investigation was instituted, 
which is currently continuing, under Section 206 of the 
Federal Power Act as to the reasonability of the rates and 
charges specified in the Power Agreement. 


Ohio Electric proposes to issue and sell, subject to the com- 
petitive bidding requirements of Rule 50 under the Act, 

up to $75,000,000 principal amount of First Mortgage 
Bonds, in one initial series, to mature in not less than 5 and 


not more than 10 years from the date of issuance of such 
Bonds. The interest rate and the price to be paid to Ohio 
Electric ior the Bonds will be determined by competitive 
bidding. The terms of the Bonds preclude Ohio Electric 
from redeeming any such Bonds prior to July 1, 1980, if 
such redemption is for the purpose of refunding such Bonds 
with proceeds of funds borrowed at a lower effective inter- 
est cost. The Bonds will be issued under and secured by a 
Mortgage and Deed of Trust, to be dated as of July.1, 1975, 
to Chase Manhattan Bank, N.A., (‘Trustee’), and an Inden- 
ture thereto, to be dated as of the first day of the month in 
which the Bonds are to be issued. 


The Mortgage Indenture is designed to finance 60% of the 
construction costs of the 2 unit Gavin plant plus additions 
thereto as defined in the Mortgage Indenture. Ohio Electric 
will not assign its interest or rights to any funds due or to 
become due under the Capital Funds Agreement or Power 
Agreement to any person other than the Indenture Trustee. 
Ohio Electric will not declare or pay any dividend on any 
class of its capital stock, nor directly or indirectly make any 
Payment on account of the purchase, redemption, acquisi 
tion, or retirement of any shares of its capital stock, of any 
class, unless, after giving effect to such declaration, payment, 
purchase, redemption, acquisition or other retirement, the 
aggregate amount of the proprietary capital of Ohio Elec- 
tric, including all of its capital stock and paid in and retained 
earnings, is at least 53.85% of the principal amount of all 
then outstanding indebtedness of Ohio Electric for borrow- 
ed money. The Indenture provides for a cash sinking fund 
pursuant to which Ohio Electric will be required annually 

to retire Bonds of the first series issued under the Indenture. 
The amount of the sinking fund payments for this series will 
be filed by amendment. It is contemplated that the amount 
of the annual sinking fund payments for this series and the 
respective amounts of sinking fund payments in the future 
for additional series will be sufficient to provide for the 
retirement of all outstanding Bonds at the expiration of the 
useful life of the depreciable facilities of the Gavin plant. 


The proceeds realized from the sale of the Bonds will be 
deposited in the construction fund under the Mortgage and 
will be withdrawn by Ohio Electric on application to the 
Trustee to pay construction costs of the 2 unit Gavin plant. 


The fees and expenses to be incurred in connection with 
the proposed transactions will be supplied by amendment. 
The proposed issuance and sale of the Bonds if subject to 
the jurisdiction of the Public Utilities Commission of Ohio 
and no other state commission and no federal commission, 
other than this Commission, has jurisdiction over the pro- 
posed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than July 17, 1975, request in writing that a 
hearing be held on such matter, stating the nature of his in- 
terest, the reasons for such request, and the issues of fact 

or law raised by said application-declaration which he desires 
to controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such re- 
quest should be addressed: Secretary, Securities and Ex- 
change Commission, Washington, D. C. 20549. A copy of 
such request should be served personally or by mail (air mail 
if the person being served is located more than 500 miles 
from the point of mailing) upon the applicant at the above- 
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stated address, and proof of service (by affidavit or, in case 
of an attorney at law, by certificate) should be filed with 
the request. At any time after said date the application- 
declaration, as amended or as it may be further amended, 
may be granted and permitted to become effective as pro- 
vided in Rule 23 of the General Rules and Regulations prom- 
ulgated under the Act, or the Commission may take such 
other action as it may deem appropriate. Persons who re- 
quest a hearing or advice as to whether a hearing is ordered 
will receive any notices and orders issued in this matter, in- 
cluding the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19062/June 25, 1975 


In the Matter of 


THE SOUTHERN COMPANY 
Perimeter Center East 

P.O. Box 720071 

Atlanta, George 30346 


(70-5697) 


NOTICE OF PROPOSED ISSUE AND SALE OF COMMON 
STOCK TO STOCKHOLDERS 


NOTICE IS HEREBY GIVEN that The Southern Company 
(‘‘Southern’’), a registered holding company, has filed a dec- 
laration with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (’‘Act’’), designating Sections 
6(a) and 7 of the Act and Rule 50(a)(5) promulgated there- 
under as applicable to the following proposed transactions. 
All interested persons are referred to the application-declara- 
tion, which is summarized below, for a complete statement 
of the proposed transactions. 


Southern proposes to issue and sell from time to time 
through March 16, 1976, a maximum of 3,000,000 shares 
of its authorized but unissued common stock, par value $5 
per share, (“Additional Common Stock’’) pursuant to a 
Dividend Reinvestment and Stock Purchase Plan (‘Plan’). 
Southern intends to apply the proceeds from the sale of 
the Additional Common Stock (such proceeds estimated not 
to exceed $38,412,325) toward the payment of short-term 
notes, for further equity investments as authorized by this 
Commission (See HCAR No. 18924 (April 9, 1975).), and 
for other corporate purposes. 


The Additional Common Stock will be offered to all holders 
of record of Southern’s shares of common stock pursuant 
to a voluntary plan whereby shareholders may elect to in- 
vest their regular cash dividends and/or optional cash pay- 
ments in the Additional Commonal Common Stock. The 
purchase price of the Additional Common Stock will be the 
average of the closing sale price on the New York Stock Ex- 
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change during the five trading days ending with the divi 
dend payment date. The First National Bank of Atlanta 
will administer the Plan and make purchases of shares as 
agent for the participants. 


Participants in the Plan will be able to (a) have dividends 
on their shares of common stock automatically reinvested, 
(b) continue to receive their cash dividends on shares regis- 


tered in their names and invest by making optional cash _pay- 


ment of not less than $25 per payment nor more than $3, 
000 per quarter, or (c) invest both their cash dividends and 
such optional cash payments. No service charge or com 
mission will be paid by participants in connection with pur- 
chases under the Pian. It is stated that, since the number of 
shares of Additional Common Stock which any shareholder 
may purchase under the Plan by reinvestment of cash divi 
dends will be, like his dividend, proportionate to his holdings 
the preemptive right of each shareholder will be maintained; 
and that, since optional cash payments will be applied to the 
purchase of shares of Additional Common Stock only to 
the extent such Additional Common Stock is offered to and 
not purchased by holders of shares of common stock with 
their cash dividends and at the same purchase price as of- 
fered to such holders, preemptive rights will have been satis 
fied as to such shares of Additional Common Stock. 


Participants will retain all voting rights relating to shares 
purchased under the Plan and credited to their accounts, and 
shares will be voted in accordance with the instructions of 
the participant to whose account they are credited. A parti- 
cipant will be able to withdraw from the Plan at any time 
upon written notice. Also, without withdrawing from the 
Plan, a participant will be entitled to demand and receive a 
certificate representing the full shares of Additional Com- 


; ] 
mon Stock credited to his account. Southern reserves the %) de 


right to suspend, modify (subject to Commission approval), 
or terminate the Plan at any time. Southern wil! announce 
the Plan to its shareholders and advise them as to the man- 
ner by which they may participate therein by addressing to 
them a summary prospectus. All shareholders who join the 
Plan will be sent a copy of a complete prospectus. 


Fees and expenses to be incurred in connection with the 
proposed transactions are to be filed by amendment. It is 
stated that no State or Federal commission, other than this 
Commission, has jurisdiction over the proposed transactions. 


NOTICE IF FURTHER GIVEN that any interested person 
may, not later than July 15, 1975, request in writing that a 
hearing be held on such matter, stating the nature of his 
interest, the reasons for such request, and the issues of fact 
of law raised by said declaration which he desires to contro- 
vert or he may request that he be notified if the Commis- 
sion should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549. A copy of such 
request should be served personally or by mail (air mail if 
the person being served is located more than 500 miles from 
the point of mailing) upon the declarant at the above-stated 
address, and proof of service (by affidavit or, in case of an 
attorney at law, by certificate) should be filed with the re- 
quest. At any time after said date, the declaration, as filed 
or as it may be amended, may be permitted to become effec- 
tive as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Commis- 
sion may grant exemption from such rules as provided in 
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sion may grant exemption from such rules as provided in 
Rules 20(a) and 100 thereof or take such other action as it 
aay deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19063/June 26, 1975 


In the Matter of 


SOUTHERN SERVICES, INC. 
Atlanta, Georgia 


(37-59) 


SUPPLEMENTAL ORDER REGARDING ISSUE AND 
SALE OF LONG-TERM NOTES TO HOLDING COMPANY 
BY SUBSIDIARY SERVICE COMPANY 


Southern Services, Inc. (““Services’’), a wholly-owned sub- 
sidiary service company of The Southern Company (‘‘South- 
ern”), a registered holding company, has filed with this 
mmission a post-effective amendment to the application- 
declaration in this proceeding pursuant to Sections 6(a), 7. 
and 13 of the Public Utility Holding Company Act of 1935 
(“Act’’) regarding the following proposed transactions. 


By orders in this proceeding dated July 23, 1963, Septem- 
ber 10, 1971, and May 15, 1973 (HCAR Nos. 14913, 17261, 
and 17961), the Commission, among other things, author- 
ized Services to issue and sell its long-term unsecured notes 
to Southern for cash, during a period extending until June 
30, 1975, of up to $18,275,000 aggregate principal amount 
to be outstanding at any one time, such notes bearing inter- 
est at the prime rate in effect at an Atlanta, Georgia, bank. 
Services now proposes that the period for issuing said notes 
to Southern be extended until June 30, 1978. 


Services’ presently outstanding capital stock amounts to 
$725,000, all held by Southern, and its unsecured notes to 
Southern in an aggregate principal amount of $12,000,000 
were issued and outstanding on March 31, 1975. 


Services performs professional and technical services at cost 
for associate companies in the Southern holding-company 
system. Expansion of said services in recent years has re- 
sulted in a substantial increase in the amount of necessary 
working capital, and further expansion is anticipated in gen- 
eral services, engineering, power pool operations, and data 
processing. 


In the current filing, Services states that its working capital 


J "equirements will increase from approximately $13,500,000 


in 1975 to approximately $19,000,000 by June 30, 1978. 
Underlying these working capital estimates is Services’ ex- 


pectation that by the end of 1977, its personnel required to 
provide the aforementioned expanded services will increase 
over the totals at December 31, 1974 as follows: general 
services, from 270 to 321; engineering, from 1,023 to 1,669; 
power pool, from 102 to 121; and data processing, from 
406 to 514. 


The unsecured notes to be issued to Southern will mature 
December 31, 1999, and will be prepayable at any time 
without premium. Southern will acquire said notes at the 
principal amount thereof. The notes are to bear interest at 
a rate equal to the average effective interest cost of South- 
ern’s outstanding obligations for borrowed money on the 
date of issue, or, to the extent that the aggregate principal 
amount of Services’ outstanding notes to Southern exceed 
the aggregate principal amount of Southern’s outstanding 
obligations for borrowed money, such excess principal a- 
mount of notes shall bear interest at a rate equal to the 
weighted average rate of return on common equity most 
recently allowed the four operating subsidiaries by their 
respective public service commissions which have retail rate 
jurisdiction, but in any event at a rate not less than 125 per- 
cent of the prime rate in effect on the date of issue thereof 
at such bank in Atlanta, Georgia, as shall have been desig- 
nated by Services for that purpose. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said post-effective amendment 
to the application-declaration has been given in the man- 
ner prescribed in Rule 23 promulgated under the Act (HC 
AR No. 19012), and no hearing has been requested of or 
ordered by the Commission. Upon the basis of the facts 

in the record, it is hereby found that the applicable standards 
of the Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and con- 
sumers that said application-declaration, as amended by 
said posteffective amendment, be granted and permitted to 
become effective: 


IT iS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended by said posteffective amendment, be, and 
it hereby is, granted and permitted to become effective 
forthwith, subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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In the Matter of 


AXE SCIENCE CORPORATION 
400 Benedict Avenue 
Tarrytown, New York 10591 


(811-663) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


On May 23, 1975, a notice was issued (Investment Company 
Act Release No. 8797) of an application on behalf of Axe 
Science Corporation Inc. (‘‘Science’’), a Delaware corpora- 
tion registered under the Investment Company Act of 1940 
(“Act”) as an open-3nd, diversified management investment 
company, filed on February 21, 1975 and amended on May 
14, 1975, pursuant to Section 8(f) of the Act for an order 
declaring that Science has ceased to be an investment com- 
pany as defined in the Act. 


The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered and it is found that Science 
has ceased to be an investment company. Accordingly, 


IT IS ORDERED, pursuant to Section 8(f) of the Act, that 
the registration of Axe Science Corporation under the Act 
shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8830/June 20, 1975 


In the Matter of 


DALLAS FUND, INC. 
1010 Fidelity Union Tower 
Dallas, Texas 75201 


(811-1631) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT DE- 
CLARING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


Dallas Fund, Inc. (‘“Applicant’’), registered under the Invest- 
ment Company Act of 1940 (‘‘Act’’) as a diversified, open- 
end, management investment company, filed an application 
on April 10, 1975, pursuant to Section 8(f) of the Act, for 
an order of the Commission declaring that Applicant has 
ceased to be an investment company as defined in the Act. 
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On May 23, 1975, the Commission issued a notice of filing 
of said application (Investment Company Act Release No. 
8798). The notice gave interested persons an opportunity 
to request a hearing and stated that an order disposing of 

the application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 


The matter has been considered and it is found that Appli- 
cant has ceased to be an investment company. Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 8(f) of the 
Act that the registration of Dallas Fund, Inc. shall forthwith 
cease to be in effect. 


For the Commission by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8831/June 23, 1975 


In the Matter of 


EVEREST FUND, INC. 

FIDELITY CONVERTIBLE & SENIOR SECURITIES 
FUND, INC. 

FIDELITY MANAGEMENT & RESEARCH COMPANY 

35 Congress Street 

Boston, Massachusetts 02109 


(812-3770). 


NOTICE OF FILING OF APPLICATION FOR AN ORDER 
OF EXEMPTION PURSUANT TO SECTION 17(b) OF THE 
ACT AND FOR AN ORDER PURSUANT TO SECTION 
17(d) OF THE ACT AND RULE 17d-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Everest Fund, Inc. (“Ev- 
erest’’) and Fidelity Convertible & Senior Securities Fund, 
Inc. (‘Convertible’), open-end, diversified, management in- 
vestment companies registered under the Investment Com- 
pany Act of 1940 (the “‘Act’’), and Fidelity Management & 
Research Company (*Fidelity’’), the investment adviser to, 
and a shareholder of, Everest and Convertible (collectively 
referred to as ‘‘Applicants’’), filed an application on Febru- 
ary 28, 1975, and amendments thereto on April 21, 1975, 
and June 18, 1975, pursuant to Section 17(b) of the Act, 
for an order of the Commission exempting from the provi- 
sions of Section 17(a) of the Act the merger of Convertible 
into Everest and, pursuant to Section 17(d) of the Act and 
Rule 17d-1 thereunder, for an order of the Commission 
permitting Fidelity to participate, as a principal, in the 
merger of Convertible into Everest. All interested persons 
are referred to the application on file with the Commission 
for a statement of the representations contained therein, 
which are summarized below. 


Everest was organized in 1965 and, as of January 31, 1975, 
had 2,317,364 shares outstanding and net assets of $22,421, 
968. The present investment objective of Everest is the 

















1, 








provision of “‘modest but growing income . . . combined 


g": capital appreciation. . . .’’ Convertible was organized 


‘1971 and, as of January 31, 1975, had 1,770,720 shares 
gutstanding and net assets of $11,030,246. The investment 
objective of Convertible is capital appreciation with income 
asecondary objective. 


Both Everest and Convertible employ Fidelity as investment 
adviser and a wholly owned subsidiary of Fidelity, The 
Crosby Corporation, as principal underwriter. The Board of 
Directors of Everest and Convertible are identical and their 
officers are substantially identical. Accordingly, Everest and 
Convertible may be deemed to be under common control. 
Section 2(a)(3) of the Act, in pertinent part, defines an af- 
filiated person of another person to include any person un- 
der common control with such other person and an affilia- 
ted person of a registered investment company to include 
any investment adviser of such investment company. Fi- 
delity, therefore, is an affiliated person of both Everest 

and Convertible, and Everest and Convertible may be deem- 
ed to be affiliated persons of each other. 


Fidelity presently owns 22,912 shares of Everest and 11,269 
shares of Convertible. These securities had a value, as of 
January 31, 1975, of approximately $221,788 and $70,205 
respectively and constituted approximately 0.99% and 0.64% 
of the respective outstanding voting securities of Everest 

and Convertible. 


Everest and Convertible propose to enter into an Agreement 
of Merger pursuant to which Convertible will be merged in- 
to Everest in accordance with Massachusetts law. Everest 


o be the surviving corporation and the separate corporate 


xistence of Convertible will cease. The Agreement of Mer- 
ger and other matters incidental thereto have been approved 
by the Boards of Directors of Everest and Convertible and 
must be further approved by the vote of at least two-thirds 
of the outstanding voting securities of both Everest and 
Convertible. Shareholders of Everest will also be asked to 
approve a change in the investment objective of Everest. 

The proposed new investment objective of Everest is to ob- 
tain “reasonable income which shall mean a yield for its 
shareholders which exceeds the yield on the securities com- 
prising the Standard & Poor’s Index of 500 Common Stocks” 
and to obtain “capital appreciation on the overall portfolio 
consistent with this objective.”” The merger of Convertible 
into Everest will be conditioned upon approval by Everest 
shareholders of the latter proposal. 


On or prior to the effective date of the merger, Convertible 
will distribute to its shareholders a dividend consisting of 
substantially all of its net taxable investment income. On 
the effective date of the merger, the outstanding shares of 
Convertible held by each stockholder of record will be con- 
verted into that number of full and fractional shares of Ever- 
est having an aggregate net asset value equal to the value of 
such stockholder’s pro rata interest in the net assets of Con- 
vertible. The net asset values of Everest and Convertible, 
for purposes of the exchange, will be determined as of the 
close of business on the effective date of the merger. 


As of January 31, 1975, Everest and Convertible had, re- 

spectively, net unrealized losses of $4,210,670 and $1,905, 

¥ 900, and tax loss carryforwards of $15,624,300 and $4,704, 
384. Such tax loss carryforwards, or a portion thereof, will 


be available to offset future taxable capital gains through 
January 31, 1980. No adjustments in the aggregate net as- 
set values of Everest and Convertible will be made to com- 
pensate shareholders for any potential Federal income tax 
impact which may result from the differences between 
Everest and Convertible in the percentage of their unrealized 
Capital losses and tax loss carryforwards to their net assets. 
Applicants assert that an adjustment is not appropriate be- 
cause there is no assurance that (1) capital gains will ever 
be realized which can be offset against the tax loss carry- 
forwards, (2) unrealized losses will ever be realized, or (3) 
capital gains will be realized against which such losses, if 
any, may be offset. 


Section 17(a) 


Section 17(a) of the Act, in pertinent part, provides that it 
shall be unlawful for any affiliated person of a registered in- 
vestment company, or any affiliated person of such a person, 
acting as principal, knowingly to sell to or purchase from 
such registered company any security or other property. 
Section 17(b) of the Act provides that the Commission, 
upon application, may exempt a proposed transaction from 
the provisions of Section 17(a) if evidence establishes that 
the terms of the proposed transaction, including the con- 
sideration to be paid or received, are reasonable and fair and 
do not involve overreaching on the part of any person con- 
cerned and that the proposed transaction is consistent with 
the policy of each registered investment company concerned 
and with the general purpose of the Act. Applicants request 
an order of the Commission exempting from the provisions 
of Section 17(a) of the Act the proposed merger of Con- 
vertible into Everest and the exchange of shares of Con- 
vertible for shares of Everest by Fidelity in connection with 
the merger. 


Applicants assert that the terms of the proposed transaction 
are reasonable and fair and do not involve overreaching on 
the part of any person concerned. Shares of Everest will be 
issued to Convertible shareholders on the basis of the re- 
spective net asset values of Everest and Convertible deter- 
mined at the same point in time. Applicants assert that Fi- 
delity will be treated no differently than all other share- 
holders of Convertible. Applicants believe that the consum- 
mation of the proposed merger will result in certain econo- 
mies of operation through the reduction of certain expenses, 
such as auditing fees, filing fees, custodial fees and the ex- 
penses of preparation of proxy statement and shareholder 
reports. The aggregate expenses of consummating the mer- 
ger of Everest and Convertible are estimated to be $47,700. 


Prior to the effective date of the merger, Everest will desig- 
nate those securities then held by Convertible which are in- 
compatible with the investment objective of Everest or, if 
delivered to Everest on the effective date of the merger, 
would immediately be resold by Everest, and such secu- 
rities will be sold by Convertible. Applicants submit that 
the proposed merger is consistent with the policies of both 
Everest and Convertible and the general purposes of the 
Act. Applicants state that the investment policies and re- 
strictions of Everest and Convertible are substantially iden- 
tical and that the investment objectives of both Funds are 
similar. 


Section 17(d) and Rule 17d-1 
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Rule 17d-1, adopted by the Commission pursuant to Section 
17(d) of the Act, provides, in pertinent part, that no affiliat- 
ed person of any registered investment company and no af- 
filiated person of such a person, acting as principal, shall 
participate in, or effect any transaction in connection with, 
any joint enterprise or other joint arrangement‘in which 
such registered company is a participant unless an applica- 
tion regarding such joint enterprise or arrangement has been 
filed with the Commission and has been granted by an order. 
A joint enterprise or other joint arrangement as used in this 
rule is any written or oral plan, contract, authorization or 
arrangement, or any practice or understanding concerning 
an enterprise or undertaking whereby a registered invest- 
ment company and any affiliated person of such registered 
investment company, or any affiliated person of such a per- 
son, have a joint or a joint and several participation, or 
share in the profits of such enterprise or undertaking. In 
passing upon such application, the Commission will consi- 
der whether the participation of such registered company in 
such joint enterprise or joint arrangement on the basis pro- 
posed is consistent with the provisions, policies and pur- 
poses of the Act and the extent to which such participation 
is on a basis different from or less advantageous than that 

of other participants. 


Because officers and employees of Fidelity, in their capacity 
as officers of the Funds, proposed the merger to the direc- 
tors of Everest and Convertible, and because Fidelity will 
vote its shares in the Funds in favor of the merger and, if 
the merger is approved, exchange its shares of Convertible 
for shares of Everest, Fidelity might be deemed to be a par- 
ticipant in the merger with Everest and Convertible, and 
thus, subject to the provisions of Section 17(d) of the Act 
and Rule 17d-1 thereunder. 


Applicants assert that the proposed merger is consistent with 
the provisions, policies and purposes of the Act. Appli- 
cants further assert that the participation of Fidelitv, as a 
shareholder of Convertible, in the proposed merger will be 
on the same basis, i.e., net asset value, as all other share- 
holders of Convertible. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than July 18, 1975 at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reasons for such request, and the issues, if any, 
of fact or law proposed to be controverted, or he may re- 
quest that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon the Applicants at the address stated above. 
Proof of such service (by affidavit or, in the case of an at- 


torney at law, by certificate) shall be filed contemporaneous- 


ly with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order dis- 
posing of the application will be issued as of course follow- 
ing July 18, 1975 unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own mo- 
tion. Persons who request a hearing or advice as to whether 
a hearing is ordered, will receive any notices and orders is- 
sued in this matter, including the date of the hearing (if 
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ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manaéfl 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8832/June 23, 1975 


In the Matter of 


E.1. DU PONT DE NEMOURS AND COMPANY 
Wilmington, Delaware 19898 


(812-3787) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 17(a) OF THE 
ACT 


E. 1. Du Pont De Nemours and Company (‘‘Applicant’’), a 
Delaware corporation, filed an application on April 2, 1975, 
pursuant to Section 17(b) of the Investment Company Act of 
1940 (“‘Act’’) for an order exempting from the provisions of 
Section 17(a) of the Act Applicant’s proposed grant to Toyo 
Products Company, Ltd., a Japanese corporation, of an exclu: 
sive license, with the right to grant sublicenses, to certain 
Japanese patent rights, and to use related technical ong) 
tion. 


On May 27, 1975, a notice was issued (Investment Company 
Act Release No. 8803) of the filing of the application. The 
notice gave interested persons an opportunity to request a 
hearing and stated that an order disposing of the application 
would be issued as of course unless a hearing should be order- 
ed. No request for a hearing has been filed and the Commis- 
sion has not ordered a hearing. 


The matter having been considered, it is found that the terms 
of the proposed transaction are reasonable and fair and do 
not involve overreaching on the part of any person concerned 
and that the proposed transaction is consistent with the poli- 
cies of Christiana Securities Company, a registered closed- 
end investment company owning approximately 28.0% of the 
outstanding common stock of Applicant, and with the genera 
policies of the Act. 


IT IS ORDERED, pursuant to Section 17(b) of the Act, that 
the proposed transaction be, and hereby is, exempted from 
the provisions of Section 17(a) of the Act. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8833/June 23, 1975 
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in the Matter of 


“NTURE SECURITIES FUND, INC. 
_Bryn Mawr Avenue 
Bryn Mawr, Pennsylvania 19010 


(811-732) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT DE- 
CLARING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


On May 23, 1975, a notice was issued (Investment Company 
Act Release No. 8799) of an application filed on February 
18, 1975, by Venture Securities Fund, Inc. (‘’Venture’’), an 
open-end, non-diversified management investment company 
registered under the Investment Company Act of 1940 
(“Act’’), for an order of the Commission pursuant to Sec- 
tion 8(f) of the Act declaring that Venture has ceased to be 
an investment company as defined in the Act. 


The notice gave interested persons an opportunity to request 
ahearing and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter having been considered, it is found that Venture 
has ceased to be an investment company. Accordingly, 


IT 1S ORDERED, pursuant to Section 8(f) of the Act that 
the registration of Venture Securities Fund, Inc. shall forth- 
i" cease to be in effect. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8834/June 25, 1975 


In the Matter of 


B.S.F. COMPANY 
25100 LaLoma Drive 
Los Altos Hills, California 94022 


(811-1179) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT DE- 
CLARING THAT COMPANY HAS CEASED TO BE AN IN— 
VESTMENT COMPANY. 


On April 11, 1975, B.S.F. Company (‘Applicant’) a non- 
diversified, closed-end management investment company 
registered under the Investment Company Act of 1940 
(“Act”) filed an application pursuant to Section 8(f) of the 





Act for an order of the Commission declaring that Applicant 
pas ceased to be an investment company as defined in the 
Act. 


On May 22, 1975, a Notice (Investment Company Act Re- 





lease No. 8802), was issued on the filing of said application. 
The notice gave interested persons an opportunity to request 
a hearing and’stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that Appli- 
cant has ceased to be an investment company. Accordingly, 


IT 1S HEREBY ORDERED, pursuant to Section 8(f) of the 


Act, that the registration of B.S.F. Company, shall cease to 
be in effect. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8835/June 25, 1975 


In the Matter of 


UNITED FUNDS, INC. 

UNITED VANGUARD FUND, INC. 

UNITED CONTINENTAL INCOME FUND, INC. 
UNITED CONTINENTAL GROWTH FUND, INC. 
CONTINENTAL FIDUCIARY SHARES, INC. 
WADDELL & REED, INC. 


P.O. Box 1343 
One Crown Center 
Kansas City, Missouri 64141 


(812-3760) 


ORDER PURSUANT TO SECTION 11(a) OF THE ACT 
AND PURSUANT TO SECTION 6(c) GRANTING EXEMP.- 
TION FROM THE PROVISIONS OF SECTION 22(d) OF 
THE ACT 


United Funds, Inc., United Vanguard Fund, Inc., United 
Continental Growth Fund, Inc., United Continental Income 
Fund, Inc., and Continental Fiduciary Shares, Inc., register- 
ed under the Investment Company Act of 1940 (“Act”) as 
open-end companies (Herein collectively referred to as 
“Funds’’), and Waddell & Reed, Inc. (‘““W&R’’), the prinsipal 
underwriter for each of the Funds, filed an application on 
February 6, 1975, and an amendment on April 11, 1975, 
for orders of the Commission as follows: 


(1) pursuant to Section 11(a) of the Act to permit the 
Funds to offer to exchange their shares for shares of United 
Daily Dividend Fund, Inc. (““UDD Fund”’) with a sales 
charge equal to the difference between the usual and custom- 
ary sales charge on the shares of the offering Fund and the 
sales charge that had been paid on the UDD Funds shares, 
and 


(2) pursuant to Section 6(c) of the Act for an order 
exempting the proposed exchanges from the provisions of 
Section 22(d) of the Act. 
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On May 23, 1975, a notice (Investment Company Act Re- 
lease No. 8800) was issued by the filing of said application. 
The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order disposing of the ap- 
plication would be issued as of course unless a hearing should 
be ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered and it is found that the 
granting of the application is appropriate in the public inter- 
est and consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions of the 
Act. 


IT iS ORDERED, pursuant to Section 11(a) of the Act, that 
the proposed exchange offer be and hereby is approved, and 


IT IS FURTHER ORDERED, pursuant to Section 6(c) of 
the Act, that the application for exemption from Section 
22(d) of the Act, to the extent requested, be and hereby is 
granted, effective forthwith. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8836/June 26, 1975 


See Securities Exchange Act of 1934 
Release No. 11496/June 26, 1975 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. 465/June 20, 1975 


See Securities Exchange Act Release No. 11487/June 20, 
1975. 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 466/June 26, 1975 


See Securities Exchange Act of 1934 
Release No. 11496/June 26, 1975 
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SEC v. NATIONAL ACCOUNTS SERVICE ASSOCIATION 


INC., et al. 
(N.D. ALABAMA, CA75L0757NE) ¢ 
Jule B. Greene, Administrator of the Atlanta Regional Of.- 
fice of the Securities and Exchange Commission, announced 
the filing of a complaint in the United States District Court 
for the Northern District of Alabama, at Birmingham, on 
June 13, 1975, seeking preliminary and permanent injunc- 
tions against National Accounts Service Association, Inc. 
(“NASA”), an Alabama corporation, its president, Ernest C. 
McAlister, both of Huntsville, Alabama, and Charles J. 

Steen, of Jackson, Mississippi. 


The Commission’s moving papers charge NASA, McAlister 
and Steen with violations of the registration requirements 
and antifraud provisions of the Securities Act of 1933 and 
anti-fraud provisions of the Securities Exchange Act of 1934 
in the offer and sale of approximately $4,500,000 in promis- 
sory notes of NASA to investors residing in thirteen states. 
The defendants are further charged with representing, a- 
mong other things, that NASA was engaged in the business 
of making loans fully secured by accounts receivable, in- 
ventory or real estate, when in fact most of NASA's loans 
were unsecured. 





Litigation Release No. 6944/June 23, 1975 


SEC v. COLLATERAL ACCOUNTS, INC. and AUBREY 
W. SMITH, SR. (N.D. ALABAMA, CA75L0758NE) 


Jule B. Greene, Administrator of the Atlanta Regional Of- 
fice of the Securities and Exchange Commission, announced 
the filing of a complaint in the United States District Court 
for the Northern District of Alabama, at Birmingham, on 
June 13, 1975, seeking preliminary and permanent injunc- 
tions against Collateral Accounts, Inc., a bankrupt Alabama 
corporation, and its president, Aubrey W. Smith, Sr., of 
Huntsville, Alabama. 


The Commission’s moving papers charge Collateral Accounts, 
Inc. and Smith with violations of the registration require- 
ments and anti-fraud provisions of the Securities Act of 19- 
33 and anti-fraud provisions of the Securities Exchange Act 
of 1934 in the offer and sale of approximately $1,600,000 
in promissory notes of Collateral Accounts, Inc. The defend- 
ants are further charged with representing, among other 
things, that Collateral Accounts, Inc. was engaged in the 
business of making loans which were fully secured by ac- 
counts receivable, when in fact many of its loans were un- 
secured. 





Litigation Release No. 6945/June 23, 1975 


SEC v. BOWEN AND BOWEN AND ASSOCIATES, INC., 
etal. (N.D. GA Civil Action No. C75-1059A) 


Jule B. Greene, Administrator of the Atlanta Regional Office 
of the Securities and Exchange Commission, announced that 
on June 13, 1975 the Honorable Richard C. Freeman, Uni- 
ted States District Court Judge for the Northern District of 
Georgia, at Atlanta, on complaint of the Commission, enter- 
ed an order permanently enjoining Bowen and Bowen and 
Associates, Inc. (“BBA”), an Atlanta-based investment ad- 
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viser, and Robert B. Bowen, Jr. (‘‘Bowen”’), its president, 
om further violations of the anti-fraud provisions of the 


) curities Exchange Act of 1934 (“Exchange Act’) and the 


avestment Advisers Act of 1940 (“Advisers Act’’) and the 
books and records requirements of the latter Act. 


Bowen until further order of the Court. The order further 
enjoined BBA and Bowen from transferring, disposing, dis- 


or other property arising from any conversion of clients’ 
funds or other property until further order of the Court. 


to maintain certain books and records, preserve correspon- 


failed to keep current and accurate its records. The com- 


tal proceeds and misrepresented the use thereof. 


BBA used false and misleading advertising material, misap- 

propriated client funds, returned capital and purported 
ofits to clients with the funds of other clients and failed 
deposit client funds in a bank account containing only 


ner in which their funds were maintained, failed to send i- 


file a certificate of such accountant with the Commission 
for the calendar year 1974. 


as alleged in the complaint and further restraining them 
from disposing of assets and books and records of BBA. 


appointment of the receiver and the other ancillary relief 


sion’s complaint. 





Litigation Release No. 6946/June 24, 1975 


UNITED STATES v. JONES QUINCY ADAMS 
(N.D. TEX.) 


al Office of the Securities and Exchange Commission, and 
Frank D. McCown, United States Attorney for the North- 


. ern District of Texas, today announced that on June 12, 19- 
75, Jones Quincy Adams, Dallas, Texas, was, after a seven- 
day trial, acquitted of ten counts of a 21-count Indictment, 
a Federal District Court jury at Dallas, Texas. The jury 









és deadlocked on the remaining 11 counts and Federal 
District Judge Sarah T. Hughes dismissed those counts. 









The Court also appointed a receiver for BBA and froze cer- 
tain bank accounts and a broker-dealer account of BBA and 


sipating, or disbursing funds or any other property received 
from its or his clients as an investment adviser or any funds 


The Commission’s complaint charged that BBA violated, and 
Bowen aided and abetted the violation of, Section 204 of the 
Advisers Act and Rule 204-2 thereunder in that BBA failed 


dence sent and received or its written client agreements, and 
plaint also charged that BBA, aided and abetted by Bowen, 
violated Section 10(b) of the Exchange Act and Rule 10b-5 
thereunder in connection with the sale of a client’s securities 
alleging that the defendants misrepresented that the proceeds 


of such sale would be received in installments over a period 
of months when in fact the defendants had received the to- 


The complaint further charged violations of Section 206 of 
the Advisers Act and Rule 206(4)-2 thereunder, alleging that 


clients’ funds, failed to notify clients of the place and man- 
temized statements to clients showing their funds in its cus- 


tody and possession, and failed to verify such funds through 
an examination by an independent public accountant and to 


Judge Freeman previously, on June 4, 1975, had entered an 
order temporarily restraining the defendants from violations 


The defendants consented to the permanent injunction, the 


without admitting or denying the allegations in the Commis- 


Robert F. Watson, Administrator of the Fort Worth Region- 





The Indictment, which was returned on April 26, 1973, had 
charged Adams and Tom Max Thomas, Dallas, Texas, with 
violations of the anti-fraud provisions of the federal secu- 
rities laws in connection with the alleged market manipula- 
tion of Master Control, Inc. stock. Previously, the charges 
against Thomas were dismissed on November 23, 1973. 


For further information, see Litigation Release Nos. 4879, 
4904 and 5175. 





Litigation Release No. 6947/June 24, 1975 


US. v. GARY J. AWAD 
(E.D. Mich., S. Div.) 


Ralph B. Guy, Jr., United States Attorney for the Eastern 
District of Michigan, at Detroit, and William D. Goldsberry 
Administrator of the Chicago Regional Office of the Secu- 
rities and Exchange Commission, jointly announced that on 
June 19, 1975, Gary J. Awad, of Windsor, Ontario, Canada, 
entered a plea of guilty to a one-count Information filed 
that day in Detroit, alleging that Awad had violated Section 
10(b) of the Securities Exchange Act of 1934 and Rule 10b- 
5 thereunder. 


The Information alleged, among other things, that Awad was 
the operations manager of the Detroit office of a registered 
broker-dealer in securities for about nine years, up to about 
October, 1973. The Information also alleged that in Aug., 
1970, Awad caused to be opened a securities trading account 
in a fictitious name at the firm where he was employed; that 
during the period from about August 28, 1970 through a- 
bout October 16, 1973, Awad purchased and sold numerous 
securities through this account; and that Awad caused the 
firm to issue checks out of the account, the proceeds of 
which Awad converted to his own use and benefit. 


The Information further alleged that the loss in the account 
through the trading of securities therein was about $80,000; 
and that, in addition, checks issued out of the account to- 
taled about $124.200, compared to deposits into this ac- 
count of some $42,800, resulting in a difference of about 
$81,400 between the amount paid out of the account and 
the amount paid into the account. 


Immediately after the filing of the Information on June 19, 
Awad appeared before U.S. District Judge Charles W. Join- 
er, where Awad waived indictment and entered his plea of 
guilty to the charge. Judge Joiner accepted the plea and de- 
ferred sentencing until completion of a pre-sentence report. 





Litigation Release No. 6948/June 24, 1975 


U.S. v. E.M. (MIKE) RIEBOLD, ET AL. (USDC, New Mexi- 
co, Criminal #74-353) 


Victor Ortega, United States Attorney for the District of 
New Mexico, and Robert H. Davenport, Regional Admini- 
strator of the Denver Regional Office of the Securities and 
Exchange Commission announced that on June 17, 1975 
Harold Morgan, an Albuquerque, New Mexico attorney, 
pleaded guilty to an information charging him with one 
count of fraud in the sale of a note of American Fuels Cor- 
poration, a New Mexico corporation, to Great Basins Petro- 
leum Co., a Canadian corporation with offices in Los Ange- 
les, California in violation of the antifraud provisions of 
the Securities Exchange Act of 1934, as amended. 
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Previously defendant Morgan, along with others, had been 
indicted by a federal grand jury in a multi-count indictment 
charging securities fraud, mail fraud, misapplication of bank 
funds and wire fraud in connection with the activities of 
American Fuels Corporation and affiliated corporations. 


Sentencing is scheduled for July 21, 1975 before U.S. Dist. 
Judge H. Vearle Payne of the District of New Mexico. 


For further information see Litigation Release 6674. 





Litigation Release No. 6949/June 24, 1975 


S.E.C. v. ALLEGHENY BEVERAGE CORPORATION, et 
al. (D.C. Civil Action No. 932-73) 


The Securities and Exchange Commission announced that 
on June 18, 1975, pursuant to stipulations and representa- 
tions of David S. Klein and Barry L. Dahne, the Honorable 
L. Hart, Jr., Chief Judge, U.S. District Court for the District 
of Columbia, entered orders forbidding Barry L. Dahne and 
David S. Klein from making any misleading statements or 
omitting material facts necessary in order to make the state- 
ments made in light of the circumstances under which they 
were made not misleading in connection with the purchase 
or sale of any security. Such orders were consented to by 
the defendants, who neither admitted nor denied the charges 
against them. Barry L. Dahne, who presently does not prac- 
tice before the Commission, also agreed, by stipulation, not 
to practice accounting before the Commission in the future 
unless he first notifies the Commission and the Commission 
determines that it has no objection. David Klein agreed pur- 
suant to stipulation that for a period of 16 months he will 
not practice law before the Commission, with the following 
exceptions: (1) he may continue his present full-time em- 
ployment as corporate counsel, but must submit all signifi- 
cant securities matters to outside securities counsel for re- 
view during the full sixteen-month period; and (2) he may 
continue his present representation of four small outside cli- 
ents, but must submit all significant securities matters to a- 
nother securities counsel for review for the balance of 1975. 
The Commission agreed to dismiss its action against the law 
firm of Klein & Dahne in view of the representations made 


to the Court by Klein and Dahne that the law firm has ceased 


to exist. 


The orders and stipulations stemmed from a Complaint filed 
in May of 1973, charging Klein, Dahne and others with hav- 
ing violated the securities laws with respect to a public of- 
fering of debentures and events subsequent thereto. (See 
LR-5888) 


Litigation Release No. 6950/June 24, 1975 


S.E.C. v. F.L. SALOMON & CO., et al. 
(S.D.N.Y. Civil Action No. 73-3926 CES) 


William D. Moran, Administrator of the New York Regional 
Office of the Securities and Exchange Commission announ- 
ced that on June 18, 1975, the Honorable Charles E. Ste- 
wart, Jr., Judge of the U.S. District Court for the Southern 
District of New York signed a Consent Judgment of Perma- 
nent Injunction enjoining Schroder Naess & Thomas (“Nae- 
ss’) and Naess & Thomas Special Fund, Inc. (“Fund”) from 
further violations of Section 10(b) of the Securities Exchang 
Act of 1934 (“Exchange Act”) and Rule 10b-5 thereunder, 
In addition to injunction relief, the Judgment provided that 
Naess and/or the Fund (1) disgorge to certain parties the 
sum of $3,900 plus interest, representing profits realized in 
connection with the purchase of Bio-Medical Sciences, Inc. 
(“Bio-Medical’’) securities by the Fund; and (2) implement 
and supervise their empioyees’ compliance with a written 
statement by policy with respect to receipt and use of ma- 
terial non-public information, which contains procedures to 
prevent use of material non-public information in violation 
of the federal securities laws. Naess and the Fund consented 
to the Judgment without admitting or denying the allega- 
tions of the Commission’s Complaint filed on September 
13, 1973, against Naess and the Fund and 27 other defend- 
ants. 


The Commission’s Complaint charged the 29 corporate, part: 
nership and individual defendants, including Naess and the 
Fund, with purchasing and/or recommending the purchase 
of Bio-Medical stock while such defendants were in posses- 
sion of non-public information concerning a proposed $5,00 
000 financing for Bio-Medical. In addition to seeking in- 
junctive relief against the defendants, the Commission has 
also requested that the Court order restitution and/or dis- 
gorgement. 


Also on June 18, 1975, Naess applied for, and was granted b 
order of the Commission, a temporary exemption for itself, 
and affiliated companies from the provisions of Section 9{a) 
of the Investment Company Act of 1940 operative as a re- 
sult of the injunction against Naess and the Fund. An appli- 
cation for permanent relief for Naess and affiliated com- 
panies is pending before the Commission. (See Investment 
Company Act Release Nos. 8751, 8828 and Litigation Re- 
lease Nos. 6056, and 6857.) 
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